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SBA'S  MINORITY  ENTERPRISE  DEVELOPMENT 
(MED)  PROGRAM  PROPOSAL  AND  THE  PRO- 
POSED BUSINESS  DEVELOPMENT  OPPOR- 
TUNITY ACT  OF  1994 


TUESDAY,  AUGUST  9,  1994 

U.S.  Senate, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:05  a.m.  in  room 
SR-428-A,  Russell  Senate  Office  Building,  Hon.  John  F.  Kerry  pre- 
siding. 

OPENING  STATEMENT  OF  HON.  JOHN  F.  KERRY,  A  U.S. 
SENATOR  FROM  THE  STATE  OF  MASSACHUSETTS 

Senator  Kerry.  The  hearing  will  come  to  order.  Good  morning. 
Thank  you  for  being  here  with  us  today,  Ms.  Pulley. 

Ms.  Pulley.  Thank  you. 

Senator  KERRY.  We  are  meeting  this  morning  to  receive  testi- 
mony on  recommendations  to  improve  programs  that  are  supposed 
to  provide  business  development  assistance  to  small  minority  en- 
terprises. Our  focus  today  will  be  on  the  SBA's  minority  small  busi- 
ness and  capital  ownership  development  program,  more  commonly 
known  as  the  section  8(a)  program. 

It  is  interesting  that  it  has  become  known  as  the  8(a)  program 
because  that  is  really  only  one  portion  of  the  effort,  but  it  seems 
to  have  become  the  focus,  and  that  is  the  part  that  deals  with  Gov- 
ernment contracts.  In  its  own  way  it  is  a  statement  about  what  has 
happened  to  the  program,  or  not  happened,  as  the  case  may  be. 

We  are  going  to  look  at  two  proposals  today:  The  SBA's  concept 
for  a  three-phased  minority  enterprise  development  program,  the 
MED  program;  and  a  proposed  bill,  the  Business  Development  Op- 
portunity Act  of  1994,  which  I  will  be  introducing  together  with  a 
large  group  of  my  colleagues  on  this  committee. 

'niis  is  not  the  first  time  that  either  the  SBA  or  the  Congress  has 
reviewed  and  tried  to  improve  the  8(a)  program  itself  and  develop 
it  into  a  full  and  effective  business  development  program.  It  de- 
pends on,  I  suppose,  who  is  counting,  but  this  may  be  the  fourth 
effort  that  has  been  made. 

The  last  effort,  as  we  know,  was  in  1988  and,  as  we  heard  from 
the  General  Accounting  Office  and  the  Inspector  Generals  at  SBA 
and  DOD  on  July  27,  some  of  the  program  improvements  from  the 
legislation  in  1988  have  yet  to  be  implemented.  So  the  reforms, 
such  as  the  requirement  for  an  award  of  a  larger  8(a)  contract 
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through  competition  among  program  participants,  has  been  actively 
resisted,  even  within  the  SBA. 

During  the  July  27  hearing,  Chairman  Bumpers  expressed  a  sig- 
nificant amount  of  fi-ustration  regarding  these  seemingly  intracta- 
ble problems.  Those  feelings  of  frustration  are  not  uncommon 
among  many  people  within  the  U.S.  Congress  and  they  are  cer- 
tainly prevalent  among  the  public  at  large.  For  far  too  many  peo- 
ple, the  SBA's  8(a)  program  carries  the  label  of  a  failed  Govern- 
ment program. 

Despite  the  almost  numbing  testimony  by  the  GAO  and  the  IGs 
regarding  continued  abuses  and  reforms  still  awaiting  implementa- 
tion more  than  five  years  after  the  1988  legislation,  the  July  hear- 
ing did  end  on  a  positive  note  in  July  and  perhaps  even  a  hopeful 
note.  Josh  Smith,  the  chairman  of  the  Commission  on  Minority 
Business  Development  which  was  set  up  by  the  1988  reform  effort, 
was  asked  to  report  on  the  findings  and  recommendations  of  the 
Commission's  30-month  effort  to  review  and  assess  all  Federal  pro- 
grams to  foster  minority  enterprises.  I  might  add,  many  of  the 
Commission's  specific  recommendations  are  embraced  in  my  legis- 
lation and  in  the  SBA's  concept  for  the  MED  program. 

But  in  addition  to  sharing  the  specific  recommendations.  Josh 
spoke  passionately  about  the  need  that  we  have  as  a  Nation,  de- 
spite the  problems  that  exist,  to  maintain  the  goal  of  fostering  mi- 
nority enterprise  development.  He  stressed,  and  I  would  stress,  and 
said  so  persuasively  that  minority  business  development  must  not 
be  viewed  in  this  country  as  a  social  program,  rather  it  is  an  essen- 
tial national  economic  imperative.  A  growing  minority  enterprise 
community  is  clearly  needed  for  the  well-being  of  the  country,  and 
the  country  needs  to  be  able  to  field  a  broad-based  participatory  ef- 
fort if  we  are  going  to  succeed  in  the  intense  competition  that  we 
face  internationally. 

So  today  we  are  going  to  explore  how  the  SBA  and  the  Congress 
working  together  can  try  yet  again  to  fashion  a  more  effective  mi- 
nority enterprise  development  program.  I  suspect  that  this  may 
well  wind  up  being  the  last  effort.  I  have  a  feeling  that  there  is 
going  to  be  a  significant  amount  of  scrutiny  and  many  people  who 
have  wanted,  frankly,  to  get  rid  of  the  program  are  signing  on  with 
a  view  that  it  has  got  to  work  this  time. 

Hopefully  the  SBA  will  be  a  key  player  in  helping  to  bring  about 
that  change.  I  think  we  can  fashion  a  more  effective  minority  en- 
terprise development  program.  I  think  we  can  provide  assistance 
that  will  contribute  to  the  long-term  liability  of  participating  firms 
after  graduation,  and  I  think  we  can  fashion  a  program  that  seeks 
to  provide  the  full  array  of  business  development  assistance  and 
avoids  the  fixation  on  solesource  Government  contracts  that,  frank- 
ly, has  tarnished  the  current  program. 

I  mentioned  earlier  how  that  solesource  focus  fixation  has  re- 
sulted in  everybody's  perception  that  all  this  is  is  a  Government 
support  system  for  some  big  and  in  many  cases  fairly  well-devel- 
oped minority  firms,  while  the  vast  majority  of  minority  firms  try- 
ing to  crack  in  do  not  seem  to  get  the  help. 

There  is  no  question  in  my  mind  that  if  we  really  want  to  we  can 
do  a  better  job.  I  must  say  parenthetically  that  many  companies 
have  assumed  an  attitude  with  respect  to  this  program  that  some- 


how  as  long  as  they  have  theirs  that  is  all  that  matters,  and  I 
know  it  stings  a  little  to  say  that. 

Some  people  do  not  want  to  hear  anybody  say  that. 
But  I  have  watched  this  program  over  the  ten  years  I  have  been 
here.  I  have  met  with  many,  many  minority  business  owners,  have 
worked  with  them.  And,  frankly,  something  that  I  have  perceived 
is  that  some  people,  as  long  as  they  have  got  their  big  contract  and 
they  have  qualified  and  no  matter  how  well  off  they  are  and  no 
matter  how  little  effort  they  have  made  over  those  years  to  try  to 
broaden  their  base,  they  somehow  come  to  view  this  as  a  life  sup- 
port system. 

In  many  cases  there  is  too  little  responsibility  for  the  effort  to 
break  out.  Now,  that  is  also  balanced  by  harsh  realities  of  the  mar- 
ketplace, where  there  is  responsibility  to  break  out  and  where 
there  are  people  trying  to  broaden  that  base. 

I  have  also  seen  the  cruel  and  too  persistent  wall  of  racism  of  in- 
difference rear  up  its  head  and  block  people  from  the  ability  to 
broaden  that  base.  So  there  is  obviously  a  multipronged  problem 
here.  Those  are  just  two  of  the  facades.  There  are  many  others. 

There  is  no  question  in  my  mind  that  if  the  proper  things  are 
being  done  that  we  have  put  into  this  effort  to  broaden  business 
expertise,  to  broaden  the  marketing  capacity,  the  capital  that  is 
available,  and  other  efforts,  we  can  have  a  very  successful  struc- 
ture. 

I  do  not  want  to  create  a  program  where  the  Government  be- 
comes the  sole  pinnacle  of  the  foundation.  That  is  obviously  not 
smart.  That  is  not  what  this  is  supposed  to  be. 

So  the  new  program  has  got  to  be  capable  of  helping  more  firms 
at  different  stages  of  development,  including  start-up  firms.  As  was 
reflected  in  the  repeated  GAO  reviews  since  1980,  the  current  pro- 
gram has  provided  far  too  little  assistance  for  the  vast  majority  of 
the  firms  participating,  and  the  focus  on  solesource,  as  I  mentioned 
earlier,  has  seen  the  vast  majority  of  contract  dollars  awarded  to 
the  very  few  well-developed  firms. 

It  is  good  for  those  firms  and  it  certainly  provides  an  easier  route 
for  the  Federal  agency  to  meet  its  minority  business  contracting 
goals.  But  it  is  not  good  for  the  overall  program.  It  leads  to  the  un- 
acceptable failure  rates  among  firms  that  then  become  totally  de- 
pendent on  that  solesource  Federal  contract. 

We  tried  to  address  those  problems  in  the  1988  legislation 
through  transition  management  planning  and  business  mix  targets 
that  gradually  diminished  the  firms'  dependence  on  8(a)  contracts. 
But  unfortunately  those  reforms  have  yet  to  be  fully  implemented. 
So  again,  we  only  have  half  a  story  that  we  are  able  to  tell. 

Under  the  leadership  of  Administrator  Bowles  and  our  first  wit- 
ness. Deputy  Administrator  Cassandra  Pulley,  the  SBA  has  made 
a  strong  start  in  addressing  those  persistent  problems  through  the 
MED  program  proposal.  I  would  say,  though,  that  name  changes 
are  useful  to  signal  a  new  direction,  but  they  have  to  be  backed  up 
with  substance  and  with  follow-through,  and  today  we  are  going  to 
hear  about  the  substance  of  the  SBA's  proposal  and  their  plan  to 
implement  it. 

Following  Ms.  Pulley's  testimony  there  will  be  some  opportunity 
to  hear  about  some  success  stories  within  the  SBA.  ECI  Systems 


and  Engineering  Co.  under  the  leadership  of  the  CEO,  Dr.  Richard 
Cheng,  demonstrates  that  the  program  is  not  the  complete  failure 
that  people  want  to  portray  or  that  it  does  not  have  to  be. 

Finally,  we  are  going  to  hear  from  two  panels  of  representatives 
from  diverse  elements  in  the  minority  business  community  and 
their  testimony  will  focus  on  certain  provisions  of  our  proposed  leg- 
islation. It  is  my  hope  that  that  legislation  will  provide  the  statu- 
tory framework  for  fostering  the  kind  of  effective  Federal  minority 
business  development  programs  which  were  envisioned  by  the 
Commission  on  Minority  Business  Development. 

I  simply  say  in  closing  that  no  legislation  is  going  to  be  success- 
ful without  the  good  intent  and  the  good  application  of  people  on 
both  sides  in  this,  and  we  can  frame  things  until  we  are  blue  in 
the  face,  but  if  people  are  intent  on  viewing  this  as  a  permanent 
subsistence  program  it  is  doomed.  And  if  people  inside  the  SBA  are 
intent  on  viewing  it  as  a  pain  in  the  neck  and  something  they  do 
not  want  to  really  deal  with  or  administer,  it  is  doomed. 

So  this  will  hang  on  the  good  implementation  of  all  parties  in- 
volved, and  the  best  we  can  do  is  try  to  create  a  reasonable  frame- 
work within  which  good  people  of  good  intent  can  try  to  make  it 
work.  I  will  tell  you,  if  it  does  not  work  we  are  all  going  to  be  hurt. 

We  all  know  the  troubles  that  we  face  in  our  cities  and  some 
rural  areas,  where  there  is  a  great  divide  between  people  of  color, 
and  unless  we  transfer  economic  power  in  the  United  States  of 
America  and  help  people  to  understand  that  opportunity  is  not  just 
a  word,  but  it  is  a  reality,  we  are  going  to  pay  the  price  in  the  long 
haul. 

Now,  we  all  know  that  plenty  of  people  make  it.  There  are  classic 
examples  of  entrepreneurs  of  minority  identification  who  have  been 
able  to  make  a  lot  of  money  and  make  great  success  stories.  The 
problem  is  it  is  not  the  automatic  course  of  events.  It  is  too  often 
the  exception  to  the  rule  and  it  is  too  few. 

So  we  need  to  broaden  people's  understanding.  I  had  a  meeting 
in  Boston  recently  with  all  the  banks,  because  the  banks  were  sim- 
ply not  using  minority  firms  that  were  perfectly  capable  of  compet- 
ing with  the  firms  they  used.  Indeed,  as  a  consequence  of  that 
meeting  a  number  of  those  banks  immediately  began  to  engage  the 
services  of  those  particular  companies  that  were  available.  It  be- 
gins to  change  the  whole  atmosphere. 

There  is  plenty  we  can  do  outside  of  even  the  framework  of  this 
kind  of  effort.  But  we  have  got  to  do  it.  And  this  is  a  very  impor- 
tant hearing,  I  hope,  because  we  cannot  keep  coming  back  and  re- 
forming this  simply  because,  I  tell  you,  there  will  be  no  stomach 
for  it  in  the  U.S.  Congress.  We  have  got  to  come  up  with  something 
this  time  that  will  hopefully  work. 

Senator  Wellstone. 

[The  prepared  statement  of  Senator  Kerry  follows:] 
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STATEMENT  of  SENATOR  JOHN  KERRY 

This  morning  the  Committee  on  Small  Business  meets  to  receive 
testimony  on  recommendations  to  improve  programs  that  provide  business 
development   assistance   to   small,    minority   enterprises. 

Our  focus  today  will  be  on  the  SBA's  Minority  Small  Business  and 
Capital  Ownership  Development  (MSB/COD)  Program,  more  commonly 
known  as  the  Section  8(a)  Program.     We  will  be  looking  at  two  proposals, 
the  SBA's  concept  for  a  three-phase  Minority  Enterprise  Development 
(MED)  Program  and  proposed  legislation,  the  "Business  Development 
Opportunity  Act  of   1994". 

This  is  not  the  first  time  that  either  SBA  or  the  Congress  has  tried 
to  make  the  8(a)  Program  into  an  effective  business  development  program 
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-  depending  on  who's  counting,  it  may  be  the  fourth.    The  last  major 
Congressional  effort  was  In   1988. 

As  we  heard  from  the  General  Accounting  Office  and  from  the  Inspectors 
General  at  SBA  and  DOD  on  July  27th,  some  of  the  program  improvements 
directed  in  that  1988  legislation  are  still  to  be  implemented.     Some  of  the 
reforms,  such  as  the  requirement  for  the  award  of  larger  8(a)  contracts 
through  competition  among  Program  Participants,  seem  to  have  been 
actively  resisted,  even  within  SBA. 

During  the  July  27th  hearing.  Chairman  Bumpers  expressed  some  of 
the  frustration  regarding  the  seemingly  intractable  problems  that  plague 
the  8(a)  Program.     Those  feelings  of  frustration  are  not  uncommon  among 
many  in  the  Congress  and  they  are  likely  more  prevalent  among  the 
American  people  at  large.    For  far  too  many,  the  SBA's  8(a)  Program 
carries  the  label  of  a  failed  Federal  program 

Despite  the  almost  numbing  testimony  by  the  GAO  and  IGs  regarding 
continued  abuses  and  reforms  still  awaiting  implementation  for  more  than 
five  years  after  the  1988  legislation,  the  July  27th  hearing  did  end  on  a 
positive,  and  even  hopeful  note.    Joshua  Smith,  Chairman  of  the 
Commission  on  Minority  Business  Development,  created  by  the  1988 
reform  legislation,  had  been  asked  to  report  on  the  findings  and 
recommendations  of  Commission's  30-month  effort  to  review  and  assess 
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all  Federal  programs  to  foster  minority  enterprises. 
Many  of  the  Commission's  specific  recommendations  are  reflected  In  my 
proposed  bill  and  in  the  SBA's  concept  for  the  MED  Program. 

But  In  addition  to  sharing  specific  recommendations,  Josh  spoke 
passionately  that  despite  the  problems,  as  a  Nation,  we  must  maintain  the 
goal  of  fostering  minority  enterprise  development.     He  stressed 
repeatedly,  and  persuasively,  that  minority  business  development  should 
not  be  viewed  as  social  programs  but  as  an  essential  National  economic 
imperative.     A  growing  minority  enterprise  community  is  needed  for  the 
well-being  of  the  Nation.     America  must  be  able  to  field  its  complete  team 
if  we  are  to  succeed  in  the  fierce  global  competition  of  the  21st  Century. 

Today,  we  will  be  exploring  how  the  SBA  and  the  Congress  working 
together  can  try,  yet  again,  to  fashion  a  more  effective  minority 
enterprise  development  program.     One  that  provides  assistance  that  will 
contribute   to   the    long-term   viability   of   participating    firms    after 
graduation.    One  that  seeks  to  provide  a  full  array  of  business  development 
assistance  and  avoids  the  fixation  on  sole-source  Government  contracts 
that  has  so  tarnished  the  current  program.    We  even  have  come  to  refer  to 
the  program  as  the  8(a)  Program,  although  business  development  through 
Government  contracts  was  to  be  but  one  form  of  business  development 
assistance. 
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-  4  - 

The  new  program  must  be  capable  of  helping  more  firms  and  firms  at 
different  stages  of  development,  including  start-up  firms.     As  reflected  in 
repeated  GAO  reviews  since  1980,  the  current  program  has  provided  too 
little  assistance  for  the  vast  majority  of  the  firms  participating.     The 
focus  on  sole  source  contracting  has  seen  the  vast  majority  of  contract 
dollars  awarded  to  very  few  well  developed  firms.     This  is  good  for  those 
firms,  and  provides  an  easier  route  for  a  Federal  agency  to  meet  its 
minority  business  contracting  goals,  but  has  not  been  good  for  the  overall 
Program.     It  leads  to  the  unacceptable  failure  rates  among  firms  that 
became  totally  dependent  on  sole  source  Federal  contracts  that  simply 
became  unavailable  after  graduation.     We  tried  to  address  those  problems 
in  the   1988  legislation  through  requirements  for  transition   management 
planning  and  business  mix  targets  that  gradually  diminished  the  firm's 
dependance  on  8(a)  contracts,  but  they  have  not  yet  been  fully 
implemented. 

Under  the  leadership  of  Administrator  Erskine  Bowles,  and  our  first 
witness.  Deputy  Administrator  Cassandra  Pulley,  SBA  has  made  a  strong 
start  to  address  these  persistent  problems  through  its  MED  Program 
proposal.    Name  changes  are  useful  to  signal  a  new  direction.    But  they 
must  be  backed  up  with  substance  and  follow-through.     Today,  we  will 
hear  about  the  substance  of  SBA's  proposal  and  their  plan  to  implement  it. 


-  5  - 

Following  Ms.  Pulley  will  be  an  SBA  "Success  Story".    The  success  of 
ESI  Systems  and  Engineering  Company  under  the  leadership  of  its  CEO,  Dr. 
Richard  Cheng,  demonstrates  that  the  current  program  has  not  been  the 
complete  failure  some  would   portray. 

Finally,   we  will   hear  from  two   panels  of  representatives  from 
diverse  elements  in  the  minority  business  community.     Their  testimony 
focuses  on  the  provisions  of  my  proposed  bill,  the  "Business  Development 
Opportunity  Act  of  1994".     It  is  designed  to  provide  the  statutory 
framework  for  fostering  the   kind   of  effective   Federal   minority   business 
development  programs  envisioned  by  the  Commission  on  Minority  Business 
Development. 

I   look  forward  to  today's  testimony. 
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STATEMENT  OF  HON.  PAUL  WELLSTONE,  A  U.S.  SENATOR 
FROM  THE  STATE  OF  MINNESOTA 

Senator  WELLSTONE.  Thank  you,  Senator  Kerry. 

Ms.  Pulley,  Mr.  Mitchell,  and  Mr.  Neal,  welcome.  As  I  have  said 
any  number  of  different  times,  I  really  do  appreciate  the  work  of 
Administrator  Bowles.  I  am  excited  about  what  SBA  can  do  and  I 
thank  my  colleague  for  his  leadership  in  this  area. 

I  will  not  take  up  a  lot  of  time  with  a  statement.  Let  me  first 
start  out  with  an  apology  to  the  chairman  today.  We  have  a  meet- 
ing on  health  care  in  the  Labor  and  Human  Resources  Committee 
and,  since  we  reported  out  one  of  the  bills,  I  have  to  go  to  that  as 
we  get  ready  for  the  debate.  So  I  apologize  for  stepping  out.  I  may 
want  to  put  some  questions  to  you  all  in  writing. 

Mr.  Chairman,  I  spend  quite  a  bit  of  time  with  the  "minority 
community"  in  Minnesota  and  have  received  a  lot  of  really  valuable 
advice.  I  applaud  the  direction  that  you  are  going  in. 

I  also  have  some  concerns  about  the  GAO  study,  the  relatively 
large  number  of  contracts  going  to  a  small  number  of  firms.  I  might 
even  say  that,  above  and  beyond  that,  there  seems  to  me  to  be  a 
geographical  inequity.  I  hate  to  sound  so  parochial,  but  those  of  us 
in  the  Midwest  are  focused  on  that  question. 

Second  of  all,  I  appreciate  the  fact  you  mentioned  rural,  because 
I  think  all  too  often  these  issues  of  education  and  empowerment 
and  entrepreneurship  and  opportunity  and  capital  being  owned  by 
the  people  who  live  in  the  communities  and  all  the  rest  of  what  we 
talk  about,  will  there  be  jobs,  are  viewed  as  urban.  These  issues 
in  rural  America  are  more  hidden,  but  they  are  no  less  real. 

So  I  think  that  is  a  very,  very  important  point  to  make.  And  I 
am  interested  in,  if  I  do  not  get  a  chance  to  ask  the  questions 
today,  in  this  whole  graduation  process  and  what  you  are  focusing 
on. 

I  thank  you  for  being  here.  I  thank  the  chairman  for  his  leader- 
ship. I  am  pleased  to  be  a  co-sponsor  of  your  legislation. 

Senator  KERRY.  Thank  you  very  much.  Senator  Wellstone.  I  ap- 
preciate enormously  your  participation  in  this.  And  I  want  to  thank 
Chairman  Bumpers,  both  for  his  cosponsorship  of  the  legislation 
and  also  for  his  efforts  within  the  committee  to  help  make  it  pos- 
sible for  us  to  move  forward. 

Ms.  Pulley,  thank  you  very  much  for  being  with  us.  I  look  for- 
ward to  your  testimony. 

STATEMENT  OF  HON.  CASSANDRA  M.  PULLEY,  DEPUTY  ADMIN- 
ISTRATOR, SMALL  BUSINESS  ADMINISTRATION,  ACCOM- 
PANIED BY  ROBERT  L.  ISTEAL,  JR.,  ASSOCIATE  DEPUTY  AD- 
MINISTRATOR FOR  GOVERNMENT  CONTRACTING  AND  MI- 
NORITY ENTERPRISE  DEVELOPMENT,  SBA;  AND  HERB 
MITCHELL,  ACTING  ASSOCIATE  ADMINISTRATOR  FOR  MI- 
NORITY SMALL  BUSINESS  AND  CAPITAL  OWNERSHIP  DEVEL- 
OPMENT 

Ms.  Pulley.  Thank  you.  Mr.  Chairman,  and  members  of  the 
committee. 

It  is  a  pleasure  to  come  before  you  today  to  tell  you  about  the 
improvements  we  have  made  in  the  existing  8(a)  program  and  to 
introduce  the  Clinton   administration's  proposal  to  provide  com- 
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prehensive  support  and  assistance  to  small  minority-owned  busi- 
nesses. 

I  am  accompanied  today  by  Robert  Neal,  Associate  Deputy  Ad- 
ministrator for  Government  Contracting  and  Minority  Enterprise 
Development,  and  Herbert  Mitchell,  Acting  Associate  Adminis- 
trator for  Minority  Small  Business  and  Capital  Ownership  Devel- 
opment. 

I  request  that  my  statement  be  included  in  the  record  in  its  en- 
tirety and  I  would  like  to  summarize  my  statement. 

Senator  KERRY.  Your  full  statement  will  be  in  the  record. 

Ms.  Pulley.  Thank  you. 

When  Administrator  Bowles  testified  before  the  House  Small 
Business  Committee  in  September  1993,  he  acknowledged  the  criti- 
cisms leveled  at  the  program  and  pledged  to  fix  them  and  to 
reinvent  the  program.  I  am  pleased  to  come  before  you  today  to  tell 
you  about  the  progress  we  have  made  on  both  fronts. 

In  many  ways,  the  8(a)  program  was  in  worse  shape  than  we 
knew  at  the  time.  The  backlog  of  unprocessed  applications  was 
greater  than  we  were  told.  The  portfolio  had  not  been  reviewed,  so 
there  were  companies  in  the  program  which  were  no  longer  eligible 
for  participation.  The  program  staff  were  demoralized  and  inad- 
equately trained. 

But  there  were  also  some  very  important  and  impressive  suc- 
cesses in  the  program.  These  successes  are  often  lost  in  the  nega- 
tive publicity  that  focuses  on  what  the  program  does  not  or  cannot 
do.  In  spite  of  its  problems,  the  8(a)  program  has  supported  many 
successful  entrepreneurs,  men  and  women  who  have  had  the  oppor- 
tunity to  live  the  American  dream  of  owning  their  own  business, 
who  through  hard  work,  sacrifice,  through  their  own  efforts  and 
those  of  their  family  and  friends,  have  overcome  the  disadvantages 
of  birth  and  have  become  leaders  in  their  industries  and  in  their 
communities.  They  provide  jobs,  pay  taxes,  and  contribute  to  the 
overall  growth  and  development  of  our  country. 

Over  the  past  three  years,  the  8(a)  program  has  supported  well 
over  100,000  jobs  annually.  The  8(a)  program  has  helped  people 
like  Allen  Kniffen,  a  Native  American  bom  on  the  Fort  Hall  Indian 
Reservation  in  Idaho.  Mr.  Kniffen  worked  as  a  laborer  on  various 
construction  projects,  gaining  experience  and  expertise.  In  1977  he 
took  the  plunge  and  established  his  own  construction  company,  All- 
American  Contractors,  Inc.,  in  Blackfoot,  ID. 

The  company  did  water  and  sewer  projects,  fencing  and  road 
grading  for  the  U.S.  Forest  Service.  Seeking  to  expand  his  six-per- 
son operation,  Mr.  Kniffen  branched  out  into  general  construction. 
Today  he  has  20  full-time  employees  and  regularly  provides  work 
for  some  20  subcontractors. 

The  program  has  also  supported  the  efforts  of  Dr.  Richard  T. 
Cheng,  from  whom  you  will  hear  later  today.  Dr.  Cheng  founded 
his  company,  ECI  Systems  and  Engineering,  14  years  ago  with  one 
employee.  His  goal  was  to  make  computers  accessible  to  people  who 
speak  languages  other  than  English. 

Dr.  Cheng  came  to  America  at  age  25,  leaving  his  young  family 
behind  in  Taiwan.  He  left  his  home  with  30  dollars  in  his  pocket 
and  a  scholarship  to  the  University  of  Wisconsin  in  Menominee. 
Today   ECI   provides   systems   integration,   computer   networking. 
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simulation,  and  training  systems  to  the  Army,  Air  Force,  and  the 
Navy.  ECI  was  recently  ranked  eighth  among  the  top  50  Grovern- 
ment  contractors  in  Virginia. 

Then  there  is  Louvonia  Wilson,  an  African-American  woman  who 
is  president  and  CEO  of  KESTREL  Associates  of  Arlington,  VA. 
Ms.  Wilson  has  grown  the  company  from  two  employees  in  1986  to 
56  in  1993.  The  company,  which  has  seen  its  sales  double  each  year 
since  1989,  was  a  small  but  established  company  prior  to  entering 
the  program  in  1991.  Last  summer  KESTREL  established  a  sum- 
mer internship  program  for  minority  high  school  and  college  stu- 
dents. 

In  addition,  32  of  the  top  100  African  American-owned  busi- 
nesses, as  reported  in  "Black  Enterprise"  magazine  in  June  1994, 
and  17  of  the  top  100  Hispanic  companies,  as  reported  in  "Hispanic 
Business"  magazine  in  June  of  1994,  are  or  were  in  the  8(a)  pro- 
gram. 

The  SBA  is  proud  to  have  played  a  small  part  in  promoting  and 
assisting  the  growth  of  companies  such  as  these.  The  program  that 
we  have  designed  will  enable  us  to  use  our  limited  resources  to  pro- 
vide even  greater  assistance  to  a  larger  number  of  companies. 

Our  approach  to  fixing  the  program  was  simple.  We  started  out 
by  asking  our  customers  what  they  needed  from  the  program,  a 
novel  approach  in  Government,  no  doubt,  and  in  fact  we  had  to 
overcome  much  suspicion  and  some  distrust.  Our  customers,  the 
8(a)  firms,  and  the  Federal  procuring  agencies  who  use  the  pro- 
gram to  purchase  goods  and  services,  all  told  us  essentially  the 
same  thing:  They  wanted  a  program  that  fulfilled  its  mission  of 
providing  support  and  assistance  to  minority-owned  businesses  in 
an  efficient  and  effective  manner. 

In  town  hall  meetings,  brainstorming  sessions,  surveys,  and 
meetings  all  over  the  country,  we  were  told  repeatedly:  There  is  too 
much  red  tape;  SBA  is  part  of  the  problem;  your  business  oppor- 
tunity specialists  do  not  know  anything  about  business;  and  I  still 
cannot  get  financing  for  my  contracts. 

Clearly,  the  first  order  of  business  was  to  correct  the  problems 
in  the  existing  program,  and  so  we  have.  Over  the  past  10  months 
we  have  done  the  following: 

We  have  cleaned  up  the  backlog  of  applications  for  entry  to  the 
program.  Since  April  of  1994,  we  have  gotten  the  average  process- 
ing time  down  to  the  mandated  90  days. 

We  have  begun  purging  the  portfolio  of  ineligible  firms.  We  ex- 
pect to  have  this  completed  by  the  end  of  this  fiscal  year. 

We  have  installed  new  management  for  the  program  and  the  op- 
erating units  within  it.  We  have  combined  the  MED  program  with 
the  Office  of  Government  Contracting  to  ensure  that  we  are  not 
only  getting  the  dollar  volume  on  the  contracts,  but  also  a  greater 
number  of  contracts  and  more  diversity. 

We  have  evaluated  the  efforts  to  automate  the  program,  stream- 
lined the  project,  and  assigned  a  project  manager  who  is  respon- 
sible for  overseeing  the  implementation  and  who  will  be  held  ac- 
countable. 

We  have  also  developed  a  comprehensive  training  program  for 
our  business  opportunity  specialists,  who  work  directly  with  our 
8(a)  firms.  Their  training  will  include  the  same  financial  training 
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given  to  our  financial  analysts.  They  will  also  receive  training  in 
customer  service. 

While  we  were  working  to  improve  the  existing  program,  we 
were  also  developing  a  program  to  change  the  way  we  provide  sup- 
port and  assistance  to  our  customers.  As  we  mentioned  earlier,  we 
asked  our  customers  what  they  wanted.  Businessmen  and  women 
from  all  over  America  took  time  away  from  their  businesses  and  at 
their  own  expense  met  with  us  in  focus  groups  and  brainstorming 
sessions  across  America. 

In  addition,  we  had  participation  by  Government  agencies  who 
use  this  program.  Our  colleagues  worked  with  us  in  these  sessions 
and  later  read  working  drafts,  making  suggestions  to  improve  our 
ideas  and  discard  those  that  were  not  workable. 

We  have  also  worked  with  the  staffs  of  the  Senate  and  House 
Small  Business  Committees  to  ensure  that  the  concerns  of  Con- 
gress were  addressed. 

This  collective  effort,  this  community  effort,  has  produced  the 
plan  we  wish  to  talk  about  today.  The  plan  has  as  its  objectives: 
To  assist  minority-owned  companies  in  developing  the  skills  and  in- 
frastructure necessary  to  thrive  in  the  mainstream  economy;  to 
broaden  the  base  of  minority  owned  firms  served  by  the  program; 
to  utilize  all  of  the  programs  and  services  available  at  SBA  and  its 
partners;  and  to  support  minority-owned  firms  in  job  creation  and 
economic  development. 

The  program  will  have  three  phases  and,  Mr.  Chairman,  I  be- 
lieve these  phases  will  address  your  comments  about  the  the 
overfocus  on  contracting  in  the  program.  The  initial  or  startup 
phase  will  give  the  budding  entrepreneur  or  startup  company  up 
to  two  years  to  develop  basic  business  knowledge  and  skills. 

The  second,  or  development,  phase  gives  companies  up  to  three 
years  to  obtain  assistance  with  building  business  infrastructure 
and  systems. 

The  final  phase  of  the  program  offers  a  company  up  to  nine  years 
in  which  to  pursue  section  8(a)  contracts  and  to  access  advanced 
management  and  technical  assistance  support  for  continued  growth 
and  development. 

A  company  can  enter  the  program  at  any  phase,  depending  on 
its  development  and  level  of  business  activity.  Phases  one  and  two 
are  based  on  self-certification.  Phase  three  participation  is  based  on 
certification  of  minority  ownership  and  objective  business  criteria. 
Only  phase  three  companies  are  eligible  for  8(a)  contracts. 

A  key  element  of  the  program  is  the  direct  involvement  of  our 
district  directors.  We  recognize  that  our  customers  are  located  in 
the  field  and  our  district  offices  are  their  primary  contact  point.  Ac- 
cordingly, we  propose  to  return  control  of  certification  and  service 
delivery  to  our  district  directors,  with  the  support  and  assistance 
of  the  Associate  Administrator. 

In  this  way,  we  can  require  a  visit  to  each  company  prior  to  cer- 
tification for  phase  three  participation.  We  believe  we  must  know 
our  customers  to  know  of  their  ability  to  perform  successfully  in 
the  program. 

Phases  one  and  two  are  not  restricted  to  Government  contracting 
and  will  offer  the  following:  Courses  and  seminars  in  financial 
management,  accounting,  marketing,  business  planning,  bid  and 
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proposal  preparation;  seminars  in  cash  management  and  building 
banking  relationships;  tax  planning  workshops;  training  in  Gk)vern- 
ment  procurement  and  electronic  data  interchange  systems;  and  in- 
dustry-specific technical  assistance. 

These  programs  and  services  will  be  offered  in  conjunction  with 
the  Minority  Business  Development  Agency  of  the  Department  of 
Commerce,  our  Small  Business  Development  Centers,  the  Service 
Corps  for  Retired  Executives,  other  Government  agencies,  univer- 
sities, community  colleges,  trade  associations,  and  private  institu- 
tions, as  are  available  at  the  district  office  level. 

Recognizing  the  difficulties  minority-owned  firms  have  in  obtain- 
ing financing  and  capital,  the  program  will  offer  a  pilot  program 
with  pre-qualification  for  certified  8(a)  companies  for  an  SBA  guar- 
antee of  a  level  of  credit,  increased  guarantee  rates  for  eligible  mi- 
nority firms,  and  for  those  firms  who  must  make  a  significant  in- 
vestment in  plant  and  equipment  a  relaxation  of  51  percent  minor- 
ity ownership  requirement  to  enable  eligible  firms  to  obtain  addi- 
tional equity  capital,  subject  to  approval  by  the  Administrator. 

To  address  the  problem  of  those  8(a)-certified  firms  which  have 
been  in  the  program  for  several  years,  but  who  have  not  obtained 
contracts,  the  MED  program  would  permit  those  firms  to  suspend 
program  participation  for  up  to  three  years  to  receive  training  and 
then  resume  program  participation  upon  the  award  of  an  8(a)  con- 
tract or  completion  of  the  required  training. 

In  addition,  SBA  proposes  to  streamline  the  certification  process 
by  implementing  the  following:  Self-certification  for  the  SDB  pro- 
gram, in  which  SBA  would  hear  protests;  8(a)  certification  for  con- 
tract-ready companies;  and  clear  objective  eligible  criteria  with  a 
shortened,  user-friendly  application. 

Another  major  change  in  the  proposed  program  is  the  recognition 
of  the  importance  of  strategic  alliances  in  the  growth  and  develop- 
ment of  small  businesses.  Accordingly,  the  MED  program  proposes 
to  encourage  and  support  the  following  contractual  arrangements: 
Joint  ventures  between  participating  firms,  with  a  waiver  of  the 
size  afiiliation  rules;  subcontracts  between  participating  firms  and 
graduates;  and  a  mentor-protege  program  to  encourage  and  support 
transfer  of  skills  and  knowledge  between  participating  firms  and 
program  graduates. 

The  MED  program  proposes  to  delegate  contract  award  and  ad- 
ministration to  procuring  agencies.  In  addition  to  dollar  goals,  each 
agency  would  have  goals  for  the  number  of  contracts  and  the  num- 
ber of  contractors.  SBA  also  proposes  elimination  of  the  local  buy 
designation,  so  that  all  contracts  would  be  national.  The  agency 
will  also  reduce  and/or  eliminate  some  of  the  burdensome  reporting 
requirements,  such  as  quarterly  financial  statements  and  transi- 
tion management  plans. 

Mr.  Chairman,  we  wish  to  thank  all  of  the  companies  and  indi- 
viduals who  worked  with  us  to  crafi:  this  program.  While  there 
were  suggested  features  to  the  program  that  are  not  included  and 
some  features  that  were  retained  to  which  some  had  objections,  we 
believe  the  final  proposal  is  a  win-win  proposition.  It  offers  com- 
prehensive support  and  assistance  to  minority-owned  businesses 
and  will  expand  the  numbers  and  improve  the  quality  of  firms 
available  to  provide  goods  and  services  to  the  Federal  Government. 
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I  will  be  happy  to  answer  any  questions  you  have.  Thank  you. 
[The  prepared  statement  of  Ms.  Pulley  follows:] 


SBX 
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Mr.  Chairman  and  Members  of  the  Committee,  I  would  like  to 
thank  you  for  this  opportunity  to  appear  before  the  Committee 
today  to  discuss  the  Clinton  Administration's  proposals  to 
improve  assistance  to  the  nation's  minority  small  businesses.   I 
am  accompanied  by  Robert  Neal,  Associate  Deputy  Administrator  for 
Government  Contracting  and  Minority  Enterprise  Development,  and 
Herbert  Mitchell,  Acting  Associate  Administrator  for  Minority 
Enterprise  Development. 

SUCCESSES 

Mr.  Chairman,  before  I  get  into  the  heart  of  my  testimony,  I 
would  like  to  take  a  moment  to  talk  about  some  of  the  successes 
of  the  Minority  Small  Business  &  Capital  Ownership  Development 
(MSB&COD)  program,  which  I  will  also  refer  to  as  the  Minority 
Enterprise  Development  (MED)  program,  or  8(a)  program.    I  would 
like  to  focus  on  these  successes  because,  despite  its  problems, 
the  8(a)  program  has  produced  many  thriving  companies  that  have 
created  jobs  and  contributed  to  the  economic  growth  and 
development  of  America.   It  is  unfortunate  that  so  much  energy 
has  been  spent  concentrating  on  the  program's  negatives,  for 
there  are  many  positive  elements  to  the  program.   Not  only  do  we 
have  an  excellent  staff  in  place,  but  we  are  correcting  many  of 
the  problems  that  have  existed  in  the  past. 

The  8(a)  program  has  helped  people  like  Allen  Kniffen,  a 
Native  American  born  on  the  Fort  Hall  Indian  Reservation  in 
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Idaho.   Mr.  Kniffen  worked  as  a  laborer  on  various  construction 
projects  gaining  experience  and  expertise.   In  1977,  he  took  the 
plunge  and  established  his  own  construction  company.  All  American 
Contractors,  Inc.,  in  Blackfoot,  Idaho.   The  company  did  water 
and  sewer  projects,  fencing,  and  road  grading  for  the  U.S.  Forest 
Service.   Seeking  to  expand  his  six-person  operation,  Mr.  Kniffen 
branched  out  into  general  construction.   Today,  he  has  20  full- 
time  employees  and  regularly  provides  work  for  some  twenty 
subcontractors . 

Omni  Meats  in  Smith  Grove,  Kentucky,  completed  the  8(a) 
program  in  1992.   The  company's  major  business  activity  is  the 
processing  and  wholesale  distribution  of  meats  and  meat  products. 
This  company,  owned  by  Curtis  D.  Sullivan,  recently  won  the 
"Administrator's  Award  for  Excellence."  When  Omni  Meats,  Inc. 
entered  the  8(a)  program,  its  annual  sales  were  less  than 
$100,000  and  the  company  had  three  employees.   Now  the  company's 
annual  sales  are  reported  to  be  in  excess  of  $4  million  and  the 
company  employs  15  people. 

The  8(a)  program  has  also  supported  the  efforts  of  Dr. 
Richard  T.  Cheng,  from  whom  you  will  hear  later  today.   Dr.  Cheng 
founded  his  company,  ECI  Systems  and  Engineering,  14  years  ago 
with  one  employee.   His  goal  was  to  make  computers  accessible  to 
people  who  speak  languages  other  than  English. .  Dr.  Cheng  came  to 
America  at  age  25,  leaving  his  young  family  behind  in  Taiwan.   He 
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left  his  home  with  $30  in  his  pocket  and  a  scholarship  to  the 
University  of  Wisconsin  in  Menominee,   Today,  his  company,  ECI, 
provides  systems  integration,  computer  networking  simulation  and 
training  systems  to  the  Army,  Air  Force,  and  Navy.   ECI  was 
recently  ranked  8th  among  the  top  50  government  contractors. 

And  tlien  there  is  Louvonia  Wilson,  an  African  American  woman 
who  is  president  and  CEO  of  KESTREL  Associates  of  Arlington, 
Virginia.   Ms.  Wilson  has  grown  the  company  from  two  employees  in 
1986  to  56  in  1993.   The  company,  which  has  seen  its  sales  double 
each  year  since  1989,  was  a  small,  but  established  company  prior 
to  entering  the  program  in  1991.   Last  summer,  KESTREL 
established  a  summer  internship  program  for  minority  high  school 
and  college  students. 

In  addition,  of  the  top  100  African  American  owned 
businesses  (Black  Enterprise  Magazine.  June  1994) ,  32  are  or  were 
in  the  8(a)  Program.   Of  the  top  100  Hispanic  owned  businesses 
f Hispanic  Business  Magazine.  June  1994) ,  17  are  or  were  in  the 
8(a)  Program.   Over  the  past  three  years,  the  8(a)  program  has 
supported  well  over  100,000  jobs. 

The  above  statistics  are  but  a  fraction  of  the  successes 
that  could  be  possible  in  a  well-structured,  well-managed 
minority  business  assistance  program. 
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HISTORY  OF  THE  PROORAM 

Overall,  Mr.  Chairman,  the  efforts  of  the  SBA  to  assist  the 
minority  business  community,  unlike  its  efforts  to  assist  other 
small  businesses,  have  focused  almost  exclusively  on  providing 
access  to  and  assistance  with  government  contracting.   In  our 
analysis  of  portfolios  of  SBA  programs,  we  discovered  that 
minority-owned  businesses  were  underrepresented  in  almost  all  of 
the  other  programs  and  services  of  the  Agency. 

While  the  8(a)  program  is  a  valuable  tool  in  the  development 
of  any  company,  this  single-minded  approach  is  not  likely  to 
produce  the  desired  "survival  rate"  of  minority  small  businesses 
after  program  participation.   Companies  exiting  the  program  in 
many  cases  do  not  have  sufficient  business  outside  the  8(a) 
program,  broad-based  marketing  experience,  and/or  a  strong  enough 
capital  base  to  enable  them  to  survive  in  the  mainstream  economy. 

Administrator  Erskine  Bowles  and  I  have  devoted  a 
considerable  amount  of  time,  energy,  and  resources  to  correct 
these  problems.   As  part  of  our  efforts  to  "reinvent"  the 
program,  we  have  expanded  the  program  mission  to  include  the 
provision  of  comprehensive  technical,  business,  and  procurement 
training,  and  changed  the  name  of  the  program  to  the  Minority 
Enterprise  Development  (MED)  program  to  reflect  its  new  mission 
emphasis.   We  have  addressed  some  of  the  problems  with  access  to 
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capital  for  8(a)  companies.   We  recognized  that  companies  cannot 
grow  without  technical  assistance  and  capital.   We  have  created  a 
separate  department  that  combines  the  resources  of  the  MED 
program  with  those  associated  with  our  Government  Contracting 
Program,  which  enables  us  to  take  advantage  of  the  synergistic 
elements  of  both  programs.   It  also  allows  us  to  address  some  of 
the  issues  raised  in  previous  audits  conducted  by  the  SBA 
Inspector  General  and  the  General  Accounting  Office. 

We  now  have  in  place  a  seasoned  and  highly  regarded 
management  team  with  experience  in  both  procurement  and  minority 
enterprise  development. 

I  am  pleased  to  report  that  as  of  June  15,  we  have  processed 
all  of  the  backlog  of  8(a)  applications  in  the  central  office. 
In  addition,  from  April  1  through  July  31,  we  have  been  able  to 
process  8(a)  applications  within  an  average  of  90  days  and  we 
anticipate  maintaining  this  level  of  productivity. 

A  criticism  of  the  program  has  been  that  too  few  companies 
benefit.   That  is  absolutely  true,  and  it  is  one  of  the  primary 
issues  we  address  in  our  new  program,  which  I  will  discuss  later 
in  greater  detail.   In  our  discussions  with  8(a)  companies  around 
the  country  and  from  the  surveys  we  conducted,  it  was  made  clear 
to  us  that  one  of  the  primary  reasons  so  few  companies  benefit  is 
that  too  many  8(a)  certified  companies  were  neither  able  to 
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obtain  government  contracts  nor  able  to  perform  them 
successfully. 

To  address  this  problem,  we  are  doing  the  following: 

•  Establishing  a  program,  in  conjunction  with  our  SBA 
resource  partners  (such  as  the  Small  Business 
Development  Companies  (SBDC)  and  Service  Corps  of 
Retired  Executives  (SCORE)  program)  and  sister  agencies 
(including  the  Minority  Business  Development  Agency 
(MBDA)  at  the  Department  of  Commerce  and  other 
government  agencies  such  as  the  Internal  Revenue 
Service  (IRS)  and  the  General  Services  Administration 
(GSA) )  to  provide  the  necessary  business  and 
procurement  training  for  the  companies  before  they  are 
certified  for  the  government  contracting  phase  of  the 
program;  and 

•  Eliminating  the  local  buy/national  buy  restriction  that 
we  are  convinced  has  caused  a  disproportionate  number 
of  contracts  to  be  concentrated  among  too  few  firms. 

There  has  been  criticism  that  few,  if  any,  companies  are 
"graduated"  from  the  Program  when  their  net  worth  exceeds  the 
limit.   Again,  this  is  absolutely  true.   During  our  evaluation  of 
the  Program,  we  discovered  that  internally,  a  number  of  Business 
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Development  Specialists  (BDS)  are  not  trained  in  financial 
analysis  and  therefore  do  not  fully  understand  how  to  analyze 
financial  statements.   To  address  this  problem,  we  are  improving 
our  staffs'  financial  analysis  skills  by  requiring  them  to  take 
advanced  finance  courses.   We  also  are  eliminating  many 
burdensome  reporting  requirements  so  that  our  staff  can  spend 
more  time  with  our  customers,  and  less  time  pushing  papers. 

We  also  discovered  that  the  procedures  to  graduate  companies 
were  not  being  enforced.   Having  cleared  up  the  backlog  of 
applications  to  enter  the  program,  we  have  now  turned  our 
attention  to  terminating  those  firms  that  no  longer  meet  the 
criteria  for  continuing  program  participation.   Since  August  1, 
1994,  we  have  completed  final  termination  actions  on  23  firms  and 
have  completed  63  additional  actions  required  in  the  termination 
process.   We  expect  to  complete  the  remaining  cases  within  the 
next  six  weeks. 

In  its  recent  testimony  before  this  Committee,  GAO  rightly 
criticizes  the  SBA  for  its  failure  to  plan  properly  and  implement 
the  automation  and  data  collection  efforts  for  the  8(a)  program. 
Unfortunately,  we  have  historically  viewed  automation  as  the 
answer  and  cure-all  for  the  problems  in  the  minority  small 
business  program.   Instead,  we  should  have  focused  our  attention 
on  correcting  the  program  and  then  creating  the  tools  to  help 
people  do  their  jobs  better  and  provide  management  and  the 
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Congress  with  accurate  information.   As  a  result,  our  system 
design  efforts  were  not  based  on  field  requirements,  and 
therefore,  were  poorly  designed.   We  have  also  had  significant 
turnover  of  program  personnel  over  the  past  four  to  five  years, 
resulting  in  a  staff  inadequately  trained  and  not  sufficiently 
knowledgeable  of  field  requirements. 

As  part  of  our  efforts  to  improve  the  program  and  to  avoid 
further  investment  in  a  system  that  was  not  working,  we  decided 
to  suspend  the  automation  efforts  last  March  until  we  completed 
our  proposed  overhaul.   In  May,  1994,  we  surveyed  our  district 
offices  on  the  installation  and  implementation  of  the  first  phase 
of  the  automation  (servicing  and  contracting)  efforts.   The 
survey  indicated  a  number  of  severe  problems  relating  to 
equipment  installation,  training  and  software. 

Under  our  new  MED  leadership,  we  estimate  that  by  the  end  of 
FY  1995  we  will  have  an  automated  system  that  can  truly  suppbrt 
our  field  employees  to  deliver  program  services  and  help 
Headquarters  to  track  and  manage  the  overall  effort.   We  are 
devoting  approximately  $300,000  in  this  fiscal  year  and  planning 
to  spend  an  additional  $600,000  in  FY  1995,  should  funding  be 
made  available. 

By  the  end  of  this  calendar  year,  we  will  have  a  system 
providing  automated  reporting  that  permits  us  to  track 
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competitive  business  mix;  terminations,  graduations,  contract 
activities,  status  of  business  plan  submissions  by  8(a)  firms; 
and  program  participant  activities  by  district  and  nationwide. 
In  the  meantime,  we  have  already  implemented  plans  for  the 
districts  to  provide  much  of  this  information  manually. 

By  the  end  of  this  fiscal  year,  we  intend  to  correct  the 
deficiencies  highlighted  in  the  Servicing  and  Contracts  System 
(SACs) .   These  changes  will  serve  to  stabilize  the  system  and 
permit  the  user  to  service  portfolios  more  effectively.   This 
means  that  our  personnel  will  be  able  to  analyze  financial 
statements,  review  eligibility  requirements  better,  measure 
improvements  after  technical  assistance  has  been  provided,  and 
use  deficiencies  as  a  basis  for  improving  the  program. 

By  mid  FY  1995,  we  plan  to  have  the  Program  Certification 
and  Eligibility  module  completed,  which  will  allow  us  to  track 
joint  venture  determinations,  management  agreements,  and  changes 
in  ownership.   The  current  system  has  already  proven  invaluable 
in  helping  us  to  reduce  our  backlog  of  eligibility  requests  to 
zero. 

Finally,  by  the  end  of  the  next  fiscal  year,  we  are 
committed  to  completing  the  final  phase  of  the  contract  component 
of  the  SACs,  allowing  us  to  accept  contract  requirements  in  the 
8(a)  program  and  track  contract  processing,  including         / 
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modifications.   We  will  also  have  in  place  a  fully-fvinctioning, 
management  and  technical  assistance  (7(j))  system  that  will  track 
our  assistance  by  category,  identify  seminar  attendees,  and 
manage  and  report  on  our  7(j)  funding  more  efficiently. 

As  we  implement  our  new  H£D  proposal,  we  are  confident  that 
throughout  the  next  fiscal  year  we  can  complete  a  user-driven 
automated  tool  that  helps  our  employees  do  their  jobs  better  and 
provides  management  with  the  information  necessary  to  monitor  the 
progreun  and  report  accurate  information  to  Congress. 

THE  NEW  MINORITY  ENTERPRISE  DEVELOPMENT  PROGRAM 

We  recognize  that  any  attempt  to  resolve  the  issues  in  the 
8(a)  program  has  to  reflect  a  two-pronged  approach:   fix  the 
management  and  administrative  problems,  while  at  the  same  tine 
correcting  the  structural  problems. 

I  would  now  like  to  discuss  our  proposal  to  make  the  8(a) 
program  a  more  user  friendly,  cost  effective,  and  highly 
productive  program  for  our  customers  —  the  minority  business 
owners  —  and  our  partners  in  delivering  this  program,  the 
departments  and  federal  agencies  that  procure  goods  and  services 
through  it. 
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The  proposed  program  was  developed  after  months  of  talking 
with  our  customers  in  Town  Hall  meetings  and  brainstorming 
sessions  around  the  country.   We  conducted  a  letter  survey  of 
8(a)  program  participants  and  had  meetings  with  individual 
companies,  representatives  of  trade  associations,  other  Federal 
Government  agencies  and  Members  of  Congress  and  their  staffs.   We 
also  talked  with  SBA  employees,  especially  those  in  the  field  who 
work  directly  with  our  customers.   We  employed  the  first  rule  of 
good  customer  service:   we  asked  our  customers  what  they  wanted. 
What  they  want  is  a  comprehensive  program  of  business, 
managerial,  and  procurement  assistance;  access  to  capital;  and 
access  to  federal  procurement  opportunities. 

SBA  assistance  will  be  offered  in  three  phases.   Under  Phase 
One,  a  start-up  company  with  less  than  two  years  in  operation 
could  come  to  the  SBA  and,  after  self-certification  as  a 
minority-owned  firm,  obtain  introductions  to  all  SBA  programs  and 
participate  in  pre-business  workshops.   Eventually,  these  firms 
would  move  on  to  seminars  and  courses  offered  through  the  SBA's 
many  resource  partners,  such  as  the  Small  Business  Development 
Centers  or  the  U.S.  Department  of  Commerce's  Minority  Business 
Development  Agency.   The  objective  of  this  first  phase  is  to 
provide  a  budding  entrepreneur  or  start-up  company  with  the  basic 
knowledge  and  skills  necessary  to  establish  a  company  and  get  it 
operational. 
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In  Phase  Two,  firms  with  two  or  more  years  experience  would 
receive  more  intensive  training.   Phase  Two  seeks  to  assist 
companies  that  are  beyond  the  start-up  stage  and  are  beginning  to 
develop  the  business  infrastructure  and  systems  necessary  for 
continued  growth.   The  maximum  period  of  participation  in  phase 
two  will  be  three  (3)  years  from  the  date  of  entry. 

The  third  phase  will  focus  on  government  contracting,  in 
addition  to  advanced  management  and  technical  assistance  tools, 
to  further  assist  in  the  development  of  the  firm. 

Since  entrepreneurs  have  varied  backgrounds  and  experience, 
it  will  be  possible  for  a  company  to  enter  the  MED  Program  at  any 
phase,  depending  on  the  individual  company's  capabilities. 

In  addition  to  training,  the  Agency  will  facilitate  access 
to  credit  and  equity  capital.   First  we  recognize  that  we  had 
adjusted  all  of  SBA's  other  revenue-based  size  standards  for 
inflation,  but  had  not  made  a  similar  adjustment  for  the  8(a) 
program.   This  is  especially  important  to  provide  8(a)  firms  the 
opportunity  to  obtain  debt  financing  to  grow  their  businesses. 

We  propose  to  adjust  the  net  worth  limits  for  8(a)  firms  to 
account  for  inflation  for  the  first  time  since  the  limits  were 
set  in  1989.    The  combined  net  worth  factor  is  19.5%,  which 
raised  the  level  to  enter  the  program  to  $300,000  (from 
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$250,000),  and  which  raised  the  level  to  remain  eligible  to 
participate  in  the  program  to  $900,000  (from  $750,000).   In 
addition,  the  SBA  proposes  to  permit  MED  participants  who  have 
been  in  Phase  Three  at  least  three  (3)  years,  and  who  are  in 
industries  requiring  a  significant  investment  in  plant  and 
equipment,  to  reduce  the  ownership  of  the  qualifying  individuals 
to  no  less  than  35  percent  of  the  aggregate  voting  and  non-voting 
shares  outstanding,  provided  they  still  control  the  firm  and  own 
51  percent  or  more  of  the  voting  stock,  subject  to  the 
Administrator's  approval. 

We  are  also  developing  a  pilot  loan  pre-qualif ication 
program.   Working  with  the  MED  staff,  the  SBA's  Finance  Division 
is  developing  a  pre-qualif ication  program  that  would  be  available 
for  Phase  Three  firms.   Based  on  the  firms'  financial  condition, 
SBA  would  pre-qualify  a  level  of  credit  for  each  firm  tied  to  the 
company's  contracting  activity.   The  pre-qualif ication  letter 
could  be  used  to  demonstrate  that  the  firm  has  the  financial 
capability  to  perform  on  contracts.   The  pre-qualif ication  letter 
could  also  give  the  company  the  leverage  it  needs  to  induce  a 
lender  to  act  favorably  on  a  request.   To  provide  additional 
financial  support  to  companies  in  the  MED  program,  the  program 
will  offer  a  higher  guaranty  on  revolving  lines  of  credit  to 
creditworthy  program  participants. 
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Other  features  of  the  MED  Program  include: 

1.  GRANDFATHERING  PROVISIONS.   SBA  will  undertake  a  review  of 
the  existing  portfolio  of  8(a)  companies  to  assess  their 
appropriate  stage  of  development.   Firms  participating  in 
the  current  program  that  have  not  received  an  8(a)  contract 
will  be  offered  the  opportunity  to  participate  in  Phase  Two 
of  the  new  program.   Those  firms  that  do  not  choose  to 
participate  in  Phase  Two  will  continue  through  their  nine- 
year  term. 

2.  CONTRACTING  OPPORTUNITIES.   The  SBA  supports  the  proposal  to 
expand  the  Small  Disadvantaged  Business  (SDB)  set-aside 
program  at  the  Department  of  Defense  (Section  1207,  P.L.  99- 
661,  (now  Section  2323,  Title  10,  U.S.  Code  Armed  Forces)) 
to  include  all  Federal  agencies.   With  a  government-wide 
competitive  minority  set-aside  program,  the  8(a)  program 
would  be  used  exclusively  as  a  sole  source  program.   If  for 
some  reason  the  government-wide  SDB  proposal  is  not  included 
in  the  procurement  legislation,  the  8(a)  program  would 
continue  to  have  both  sole  source  and  competitive  elements. 

In  addition,  the  SBA  proposes  to  delegate  the  8(a)  contract 
award  function  to  procuring  agencies  where  appropriate. 
This  delegation  will  place  this  responsibility  where  it 
belongs. 
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TEAMING  ARRAMGEMENT8 .   The  SBA  proposes  a  mentor /protege 
program  that  would  use  the  "know-how"  that  experienced, 
successful  firms  have  acguired  during  their  program  term  to 
support  and  educate  companies  new  to  the  program.   This 
program  would  be  modeled  after  the  program  at  the  Department 
of  Defense.   Each  mentor /protege  arrangement  would  be 
subject  to  approval  by  the  Associate  Administrator  for  MED. 

PARTICIPATION  OF  COMMUKITY  DEVELOPMENT  CORPORATIONS.  Public 
Law  97-35  (1981)  required  the  SBA  to  make  the  8(a)  program 
available  to  Community  Development  Corporations  (CDCs) .  The 
SBA  soon  will  publish  rules  and  regulations  to  permit  CDCs 
to  participate  in  the  MED  Program.  These  companies  would  be 
subject  generally  to  the  same  rules  and  regulations  as  other 
program  participants. 

REDDCTION  IN  BURDENSOME  REPORTING  REOOIREMENT8 .  A  key 
component  of  the  redesign  of  the  8(a)  program  is  reducing 
the  burdensome  reporting  requirements  that  do  not  improve 
program  delivery,  nor  enhance  program  participation.  SBA 
plans  to  eliminate  a  requirement  for  quarterly  financial 
statements  and  transition  management  plans.  In  addition, 
annual  reporting  requirements  will  replace  semi-annual  or 
more  frequent  reporting  requirements. 
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CONCLUSION 


In  conclusion,  Mr.  Chairman,  the  development  of  the  MED 
Program  was  a  TEAM  effort.   Continued  teamwork  is  paramount  to 
make  the  Program  a  reality.   The  SBA  is  deeply  committed  to  the 
achievement  of  positive  changes  in  the  8(a)  program.   I  look 
forward  to  working  with  you  to  that  end. 

Now,  I  will  be  happy  to  answer  any  questions  that  you  may 
have. 


33 

Senator  KERRY.  Thank  you  very  much,  Ms.  Pulley. 
We  are  joined  by  Senator  Pressler.  I  do  not  know  if  you  have  any 
opening  comments  you  want  to  make. 

STATEMENT  OF  HON.  LARRY  PRESSLER,  A  U.S.  SENATOR 
FROM  THE  STATE  OF  SOUTH  DAKOTA 

Senator  Pressler.   Mr.   Chairman,   I   shall   place   my   opening 
statement  in  the  record  and  I  have  some  questions. 
[The  prepared  statement  of  Senator  Pressler  follows:] 
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STATEMENT  OF  SENATOR  LARRY  PRESSLER 

U.S.  COMMITTEE  ON  SMALL  BUSINESS  HEARING  ON 

SBA'S  MINORITY  BUSINESS  DEVELOPMENT  PROGRAM  PROPOSAL  AND 

SENATOR  KERRY'S  PROPOSED  "BUSINESS  OPPORTUNITY  ACT  OF  1994" 

August  9,  1994 

I  want  to  thank  the  Chairman  for  calling  this  hearing  on  the 
Small  Business  Administration's  (SBA)  Minority  Business 
Development  (MED)  Program  proposal  and  Senator  Kerry's  "Business 
Development  Opportunity  Act  of  1994."   I  also  would  like  to  thank 
the  Senator  from  Massachusetts,  Senator  Kerry,  for  chairing  this 
very  important  hearing.   I  know  Senator  Kerry  has  been  working 
diligently  on  this  legislation  for  some  time,  and  I  commend  him 
for  his  efforts. 

As  I  stated  during  the  July  27,  1994,  oversight  hearing  on 
the  8(a)  program,  South  Dakota's  fourteen  8(a)  participants, 
though  small  in  number,  share  my  strong  interest  in  the  two 
reform  proposals  before  us  today.   I  will  address  these  concerns 
more  fully  in  my  questions  to  the  witnesses. 

As  we  know,  the  current  efforts  to  reform  Section  8(a)  of 
the  Small  Business  Act,  including  Senator  Kerry's  bill  and  the 
SBA'S  MED  Program  initiative,  mark  the  fourth  legislative  attempt 
to  improve  what  is  currently  known  as  the  Minority  Small 
Business/Capital  Ownership  Development  (MSB/COD)  Program. 
Generally  speaking,  each  previous  effort  has  attempted  to  improve 
the  8(a)  program  for  socially  and  economically  disadvantaged 
businesses.   The  same  general  statement  can  be  made  about  the  two 
proposals  before  this  committee  today.   Unfortunately,  despite 
prior  Congressional  efforts  in  this  regard,  8(a)  continues  to 
struggle  to  achieve  its  mission. 

I  have  reviewed  the  SBA's  MED  proposal,  as  well  as  Senator 
Kerry's  bill.   I  am  pleased  at  the  steps  both  measures  take  in 
addressing  the  needs  of  disadvantaged  businesses.   Both 
initiatives  recognize  that  Federal  contracting  opportunities 
alone  cannot  develop  disadvantaged  business  owners  into 
successful  entrepreneurs.   Both  also  acknowledge  that  while  such 
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Federal  procurement  opportunities  are  beneficial  to  developing 
firms,  these  businesses  must  maintain  an  adequate  mix  of 
competitive  government  and  private  sector  contracts  in  order  to 
acclimate  themselves  to  the  post-graduation  environment  they 
eventually  will  confront.   Generally  speaking,  the  proposals 
before  us  today  are  designed  to  point  the  8(a)  program  in  the 
direction  it  should  be  heading. 

However,  I  am  not  yet  certain  either  SBA's  MED  Program 
proposal  or  Senator  Kerry's  proposed  legislation  adequately 
addresses  many  of  the  concerns  raised  at  the  July  27th  hearing. 
I  hope  to  learn  more  from  today's  witnesses  as  to  how  these 
proposals  will  address  the  many  problems  the  8(a)  program  has 
experienced  with  waste,  fraud,  and  abuse.   I  also  am  curious  to 
see  how  the  two  proposals  would  affect  American  Indians  and  how 
each  will  improve  competition  among  8(a)  certified  firms,  as  well 
as  other  non-8 (a)  companies. 

Once  again,  I  thank  Senator  Kerry  for  chairing  this  hearing, 
and  I  look  forward  to  the  testimony  of  our  witnesses. 
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Senator  KERRY.  Ms.  Pulley,  thank  you  very  much.  There  is  obvi- 
ously a  lot  to  talk  about,  and  we  are  not  going  to  cover  all  of  it 
here. 

I  would  like  to  try  and  focus  on  some  of  the  things  that  are  per- 
haps of  greatest  concern.  Let  me  ask  you  at  the  outset,  with  respect 
to  the  Opportunity  Act  that  we  have  submitted,  what  would  your 
greatest  concerns  be  at  this  point?  Is  it  the  competitive  contract 
program  participant  competition  piece  that  bothers  you  the  most, 
or  is  there  some  other  area  that  you  are  concerned  about? 

Ms.  Pulley.  Senator,  actually  we  like  very  much  the  Business 
Opportunity  Act.  I  think  there  were  a  few  areas  that  were  not  in- 
cluded that  we  believe  are  important.  We  are  aware  that  the  pro- 
curement reform  legislation  that  is  currently  under  discussion,  in- 
cludes the  proposal  for  a  civilian  agency  SDB  program,  a  govern- 
mentwide  small  disadvantaged  business  program.  We  believe  if 
this  is  in  effect  that  two  competitive  minority  set-aside  programs 
are  a  bit  redundant  and  that  there  is  not  necessarily  an  incentive 
for  the  agencies  to  use  the  8(a)  competitive  program. 

So  our  proposal  is  that  if  there  is  a  govemmentwide  SDB  pro- 
gram that  the  8(a)  program  become  sole  source,  but  only  if  there 
is  govemmentwide  SDB  program.  That  is  perhaps  one  difference. 

I  think  the  other  difference  is  that  we  would  like  very  much  to 
return  the  certification  process  back  to  the  district  offices,  for  a 
couple  of  reasons.  One  of  the  things  that  we  find  disturbing  in  the 
certification  process  right  now  is  that  it  is  all  done  on  paper.  SBA 
does  not  know  the  companies  that  it  certifies. 

The  other  thing  is  that  for  our  customers  the  application  process 
in  itself  is  painful,  so  painful  that  some  companies  have  to  retain 
someone  to  complete  the  application  for  them.  Then  it  goes  into 
this  black  hole,  only  to  come  out  months  later.  The  company  then 
finds  out  that  the  application  was  not  complete  or  that  they  did  not 
understand  the  question,  so  they  did  not  answer  it  properly. 

We  believe  if  the  application,  the  certification  process  can  be  re- 
turned to  the  district  level,  that  customers  will  have  a  point  of  con- 
tact. We  also  believe  that  the  agency  will  have  a  better  opportunity 
to  get  to  know  the  companies  that  it  is  certifying. 

One  of  the  reasons  our  program  offers  up  to  five  years  training 
at  the  front  end  is  that  we  will  have  an  opportunity  to  work  with 
companies  from  the  very  beginning.  The  certification  process  at 
phase  three  can  be  considerably  shorter,  but  more  importantly  we 
will  know  the  companies  that  we  are  certifying. 

Also,  by  decentralizing  certification  we  will  free  up  the  staff  in 
the  program  to  work  more  with  the  companies,  to  develop  the  com- 
panies, and  we  will  spend  less  time  pushing  paper  and  more  devel- 
oping companies.  That  is  one  of  the  major  problems  we  see  with 
the  program  right  now. 

Senator  Kerry.  Once  you  have  decentralized  like  that,  that  al- 
ways makes  a  different  set  of  problems. 

Ms.  Pulley.  Right. 

Senator  Kerry.  And  you  want  to  have  a  balance  between  some 
oversight  and  some  autonomy. 

Ms.  Pulley.  What  we  have  proposed  is  a  process  that  is  with 
more  checks  and  balances  actually  than  our  current  loan  process 
has.  In  our  7(a)  loan  program,  we  have  basically  the  rule  of  two, 
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so  that  two  people  can  sign  off  on  a  loan  of  up  to  $750,000.  In  the 
8(a)  certification  program  what  we  are  proposing  is  that  the  appli- 
cation is  made  when  the  company  comes  into  the  program,  whether 
it  is  at  phase  one,  phase  two,  or  phase  three,  they  are  assigned  a 
business  development  specialist,  much  like  an  account  officer  sys- 
tem in  a  bank. 

Senator  Kerry.  The  minute  upon  entry? 

Ms.  Pulley.  Whenever  they  enter  the  program,  and  they  are 
tracked  in  the  system. 

Senator  Kerry.  And  will  that  person  stay  with  them? 

Ms.  Pulley.  Yes.  That  company  becomes  ijart  of  the  business  de- 
velopment specialist's  portfolio,  and  at  each  phase  that  business  de- 
velopment specialist  will  be  responsible  for  checking  the  company's 
progress  through  the  program  and  inputting  that  information  to 
the  database. 

Senator  Kerry.  You  have  talked  about  this  90-day  turn-around 
capacity  for  applications.  Will  there  be  a  fixed  time  by  which  that 
specialist  has  to  be  able  to  produce  a  decision  for  that  company? 

Ms.  Pulley.  When  the  company  gets  to  phase  three  and  certifi- 
cation, yes.  Certainly  we  are  in  the  process  right  now  of  streamlin- 
ing the  application  itself.  We  believe  that  if  we  can  get  a  loan  ap- 
plication for  $100,000  down  to  one  page,  we  can  certainly  make  a 
significant  dent  in  the  8(a)  application,  and  we  are  working  on  that 
and  certainly  hope  to  have  that  completed  by  the  end  of  this  cal- 
endar year. 

The  approval  process  for  certification  would  be  that  the  BDS 
would  make  a  recommendation  to  the  supervisor  for  MED  in  the 
district  office.  Before  the  approval  is  given,  before  the  application 
is  given  to  the  district  director,  a  site  visit  to  the  company's  ofiices 
must  be  made,  with  a  written  report  and  the  district  director  must 
have  an  interview  with  the  company  owner  before  the  decision  is 
made. 

We  would  like  to  give  the  final  decision  for  entry  into  the  pro- 
gram to  the  district  directors.  It  is  part  of  our  agency-wide  ap- 
proach of  empowering  our  district  directors,  giving  them  the  re- 
sources and  the  accountability.  We  would  also  propose  to  have  any 
denials  reviewed  by  the  associate  administrator  for  the  program  in 
central  office. 

Senator  KERRY.  What  is  the  virtue  in  going  from  the  district  to 
the  region?  Will  the  region  have  final  signofi? 

Ms.  Pulley.  No. 

Senator  Kerry.  It  still  has  to  come  to  Washington? 

Ms.  Pulley.  No.  We  would  like  to  have  certification  approved  by 
the  district  director.  If  an  application  was  denied,  the  appeal  would 
go  to  the  associate  administrator  in  Washington. 

As  you  are  aware.  Senator,  we  have  basically  downsized  our  re- 
gional offices.  We  moved  many  of  the  people  from  central  office  and 
from  the  regional  ofiices,  into  the  districts. 

Senator  Kerry.  What  is  the  virtue  of  that?  That  is  obviously  dif- 
ferent from  what  I  have  in  my  bill,  which  goes  from  district  to 
central,  fundamentally  because  we  want  to  avoid  the  kind  of  prob- 
lem that  arose  in  the  Wedtech  case  or  similar  opportunities  for 
fraud. 
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My  theory  is  that  by  having  a  central  responsibility  where  you 
are  responsible  for  the  broader  program,  you  can  also  guarantee 
that  there  is  accountability.  I  worry  that  if  you  decentralize  this 
and  you  do  not  have  a  terrific  regional  office  or  something,  you  do 
not  have  the  accountability. 

We  are  dealing  with  you.  When  we  want  to  get  somebody  in  here, 
it  is  the  SBA  that  is  responsible,  but  we  talk  to  the  head,  and  then 
you  get  the  region. 

I  am  not  sure  I  see  the  virtue  of  that.  I  want  you  to  explain  it 
to  me. 

Ms.  Pulley.  What  we  have  proposed  would  come  under  our  com- 
pliance reviews.  Each  district  right  now  is  reviewed  for  compliance 
with  the  standard  operating  procedures  for  loans.  The  same  thing 
would  happen  with  the  8(a)  certification. 

Senator  Kerry.  But  now  you  are  starting  to  talk  paperwork  bu- 
reaucracy. The  purpose  of  this  is  to  streamline,  simplify,  but  main- 
tain accountability.  You  are  going  to  have  a  Washington  office,  cor- 
rect? 

Ms.  Pulley.  Right. 

Senator  KERRY.  And  you  are  going  to  have  a  district  office 

Ms.  Pulley.  Yes. 

Senator  Kerry  [continuingl.  Because  you  want  that  contact,  and 
I  think  that  makes  sense.  You  want  to  know  who  you  are  dealing 
with.  You  want  that  to  be  personalized.  You  want  somebody  in  a 
local  community  to  not  feel  like  it  is  some  distant  entity  that  they 
can  never  get  a  hold  of. 

Ms.  Pulley.  Right. 

Senator  Kerry.  Why?  What  is  the  virtue  in  this  regional  piece? 
It  is  not  so  big  that  you  cannot  bring  that  into  the  central  authority 
and  minimize  this  need  for  a  sort  of  broad  oversight  in  all  these 
other  areas. 

Ms.  Pulley.  We  did  a  serious  assessment  of  the  pros  and  cons 
of  centralization  versus  decentralization  of  certification.  The  pri- 
mary problem  with  the  centralized  system  is  that  you  have,  right 
now  under  the  system,  there  is  one  person  that  can  approve  certifi- 
cation. That  is  the  Associate  Administrator  for  MSBCOD.  We  have 
had  an  average  1,500  applications  each  year. 

What  that  does  is  it  says  that  the  Associate  Administrator  is 
pretty  much  involved  in  certification,  and  so  a  number  of  the  other 
program  improvements  and  enhancements  do  not  get  the  attention 
of  that  one  person.  That  is  the  first  issue. 

The  second  issue  is,  as  long  as  there  is  a  centralized  certification 
process  it  is  all  done  on  paper. 

Senator  Kerry.  Even  with  input  from  the  district?  If  the  district 
is  sitting  there  interviewing,  going  out  to  the  company,  or  if  there 
is  no  company — actually,  there  is  a  company  at  that  point. 

Ms.  Pulley.  Right. 

Senator  KERRY.  When  you  get  to  certification,  you  have  got  an 
entity.  So  there  is  something  to  view,  there  is  something  to  under- 
stand. 

Now,  if  they  forward  to  the  central  office  in  Washington  a  direct 
statement  recommending  approval,  why  does  that  not  improve  your 
accountability? 
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Ms.  Pulley.  If  the  district  office  has  done  all  the  homework,  has 
face-to-faced  with  the  customer,  then  the  central  office  approval  for 
all  intents  and  purposes  becomes  a  rubber  stamp. 

Senator  Kerry.  I  do  not  mean  to  interrupt  you,  but  you  are  talk- 
ing about  a  kind  of  rubber  stamp  anyway,  because  when  you  create 
this  district  autonomy  that  you  want  you  are  going  to  have  to  have 
some  form  of  oversight  that  is  a  rubber  stamp  no  matter  what,  or 
you  have  no  accountability  in  the  program. 

Ms.  Pulley.  We  believe  that  with  several  levels  of  checks  and 
balances  within  the  district,  with  clearly  defined  eligibility  cri- 
teria— and  that  is  a  problem  both  for  our  customers  and  for  our 
district  offices  as  well,  and  with  our  standard  computerized  inter- 
nal control  review,  CICR,  process  that  we  will  have  the  checks  and 
balances  in  place. 

I  think  that  the  real  concern  from  our  customers,  will  be  unfair 
treatment.  I  certainly  appreciate  the  historical  problems  in  the  pro- 
gram and  the  changes  that  were  made  to  address  that.  I  think  that 
our  program  now  is  a  more  interactive  process  and  that,  unlike  in 
the  past  when  all  of  our  people  were  simply  responsible  for  certifi- 
cation and  contract  management,  there  was  no  notion,  no  real  no- 
tion of  business  development,  I  think  we  have  addressed,  that 
much  of  that  can  be  addressed  in  the  structure  of  the  new  program. 

Again,  for  us,  we  have  tried  to  use  the  limited  resources  of  the 
agency  to  fulfil  the  original  mission  of  the  program.  As  long  as  our 
resources  are  devoted  to  processing  paper,  whether  it  is  on  the  cer- 
tification side  or  the  contract  acceptance  and  execution  side,  we 
will  never  have  the  time  and  the  resources  to  spend  working  with 
the  companies.  I  just  do  not  think  that  is  ever  going  to  happen. 

In  order  to  provide  the  companies  with  the  kind  of  real  assist- 
ance and  support  they  need  and  that  they  should  get  from  the 
agency,  we  would  need  to  have  substantially  more  people  and  sub- 
stantially more  resources.  And  given  the  budget  deficits,  I  do  not 
think  that  is  possible. 

So  what  we  have  tried  to  do  is  to  set  up  a  mechanism  that  will 
allow  us  to  use  our  resources  as  effectively  as  possible.  And  it  is 
also  one  of  the  reasons  why  we  have  two  phases  at  the  beginning 
of  8(a)  certification.  That  will  give  us  time  to  get  to  know  these 
companies  before  they  ever  apply  for  the  8(a)  program. 

Senator  Kerry.  I  understand  that. 

Well,  I  am  trying  to  press  for  the  maximum  sort  of  local  input/ 
assistance,  knowledge,  contact,  streamlining,  but  at  the  same  time 
have  the  maximum  amount  of  accountability.  We  are  going  to  have 
to  come  back  to  this  a  little  bit. 

Senator  Pressler  has  to  leave  soon  so  I  want  to  give  him  a  chance 
to  ask  a  few  questions.  But  we  will  come  back  and  work  through 
this  a  little  more. 

Senator  Pressler. 

Senator  PRESSLER.  Thank  you  very  much  and  good  morning. 

Ms.  Pulley.  Good  morning. 

Senator  Pressler.  I  want  to  thank  the  witnesses  and  I  want  to 
thank  you,  Mr.  Chairman,  for  taking  this  initiative. 

I  have  not  yet  decided  whether  or  not  to  co-sponsor  the  bill,  in 
part  because  I  am  taking  a  look  at  some  of  the  geographic  distribu- 
tion of  these  contracting  opportunities.  Now,  it  is  widely  acknowl- 
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edged  that  a  majority  of  the  contracting  opportunities  is  con- 
centrated in  the  District  of  Columbia-Maryland-Virginia  area,  and 
I  have  nothing  against  the  District  of  Columbia,  Maryland,  or  Vir- 
ginia, except  that  I  am  a  Senator  from  South  Dakota. 

Now,  how  do  the  proposals  before  us  today  work  to  even  out 
awards  for  other  areas  of  the  country,  particularly  for  smaller 
cities.  States,  such  as  South  Dakota  and  elsewhere?  I  am  told  that 
we  only  have  14  of  these  in  the  State  of  South  Dakota,  and  that 
raised  some  questions  in  my  mind  because  our  population  is  small- 
er. 

But  is  this  inside  the  beltway-connected  operation  generally 
speaking? 

Ms.  Pulley.  I  think  there  are  two  reasons.  Senator  Pressler,  why 
you  will  see  the  concentration  inside  the  beltway,  if  you  will.  The 
first  reason  is  simply  a  market  reason.  The  majority  of  Governnient 
procuring  activities  occurs  within  the  beltway  and,  since  this  is  a 
program  for  Government  contracting,  that  is  where  the  business  is. 
So  that  is  where  the  business  is  booked. 

The  second  reason  is  there  is  a  regulation  in  the  program,  local 
buy,  national  buy,  that  gives  preference  for  contracts  to  contractors 
in  the  local  area.  We  are  doing  two  things  to  attempt  to  address 
that.  The  first  one  is  to  eliminate  the  local  buy  regulation,  which 
will  mean  that  all  contracts  are  national,  except  construction,  so 
that  any  company  in  the  8(a)  program  can  compete  or  market  for 
a  contract.  That  is  the  first  thing. 

The  second  thing  is,  because  of  the  concentration  of  companies — 
of  Federal  agencies  in  this  area,  the  companies  in  this  area  have 
tended  to  become  more  sophisticated,  larger,  and  stronger.  One  of 
the  reasons  that  we  are  developing  a  locally  based  training  and  as- 
sistance program  is  to  try  to  strengthen  the  companies,  to  try  to 
provide  them  with  the  information  on  procurement,  on  Federal  pro- 
curement, before  they  enter  the  program,  so  that  we  will  have 
stronger  companies  coming  in,  and  that  also  we  provide  them  with 
support  and  assistance  in  the  marketing,  so  that  they  will  know 
how  to  market  themselves  to  Government  agencies. 

Senator  Pressler.  During  the  July  27  8(a)  oversight  hearing  I 
asked  the  GAO  about  the  use  of  $1  million  that  had  been  des- 
ignated by  the  SBA  to  upgrade  the  management  information  sys- 
tem. GAO  explained  that  only  $17,500  has  been  spent  on  what  that 
agency  considers  to  be  a  critical  tool  for  determining  the  effective- 
ness of  the  8(a)  program. 

In  your  testimony  you  agree  data  collection  is  absolutely  crucial 
to  determining  the  effectiveness  of  the  8(a)  program.  Please  explain 
why,  despite  the  recognition  of  the  value  of  the  MIS,  approximately 
$600,000  of  this  money  was  reprogrammed  away  from  this  pro- 
gram? 

Ms.  Pulley.  If  I  could  give  you  a  little  historical  information  on 
the  automation  system,  because  it  is  very  distressing  to  us  as  well. 
Since  1989  approximately  $2.5  million  has  been  spent  in  an  at- 
tempt to  automate  the  8(a)  program,  and  it  is  still  not  working. 

I  think  the  reasons  are  several.  One,  the  needs,  the  information 
needs,  the  operational  needs  for  the  local  business  development 
specialist,  were  not  clearly  defined,  nor  were  the  management  in- 
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formation  system  needs,  the  reporting  needs  that  management 
would  need  to  manage  this  program,  were  not  defined. 

So  that  what  was  happening  was  essentially  an  ongoing  pilot 
program.  Modifications  would  be  made,  they  would  be  tested,  addi- 
tional modifications  would  be  made,  and  the  program  was  never  fi- 
nalized and  more  money  would  be  spent. 

I  believe  that  there  was  not  clear  responsibility  and  accountabil- 
ity for  project  completion  and  implementation.  What  we  did  was 
decide  to  stop  development  of  the  program  while  we  were  redesign- 
ing it.  We  believed  that  whatever  information  system  we  developed 
at  the  end  should  reflect  whatever  the  program  ended  up  being.  We 
knew  that  we  were  going  to  submit  a  proposal  to  change  the  pro- 
gram and  we  expected  to  submit  a  proposal  to  change  it  drastically. 
So  we  wanted  to  first  design  the  program  and  then  base  the  infor- 
mation system  on  whatever  program  was  finally  implemented. 

We  suspended  work  on  the  program  in  April  and,  as  you  said, 
we  did  take  the  money  that  was  from  the  Administrator's  discre- 
tionary funds  and  use  it  for  other  reasons  until  we  figured  out 
what  we  were  going  to  do  with  the  program.  We  have  figured  that 
out. 

We  have  developed  a  plan  and  a  budget  for  implementing  our  au- 
tomation system.  We  believe  that  we  will  still  meet  the  time  frame 
which  the  Administrator  gave  in  his  September  testimony  of  com- 
pleting the  system  by  September  1995.  We  have  set  up  a  project 
manager.  We  have  a  project  manager  responsible  for  that  program, 
who  will  be  held  accountable  for  its  completion. 

We  are  looking  at  now  trying  to  use  several  off-the-shelf  software 
components  for  parts  of  the  system  to  reduce  the  budget,  because 
we  believe  that  enough  money  has  been  spent  and  if  we  can  avoid 
developing  customized  software  packages  and  can  use  some  off-the- 
shelf  packages  for  parts  of  it,  we  will  do  that. 

We  have  parts  of  the  certification  tracking  system  complete.  The 
second  part  we  expect  to  have  completed  soon.  We  have  taken  a 
look  at  the  servicing  contracting  system.  We  have  taken  a  look  at 
parts  of  that. 

We  have  finally  decided  and  we  have  gotten  our  staff  to  agree 
that  we  will  use  one  system  instead  of  several  systems,  because 
some  of  the  district  offices  had  developed  their  own  servicing  soft- 
ware programs  because  they  were  getting  frustrated  with  the  one 
out  of  the  central  office.  We  have  agreed  on  one  program  and  we 
have  defined  our  informational  needs  from  that. 

So  we  expect  that  we  will  meet  our  deadline  of  September  1995. 

Senator  Pressler.  Good.  Now,  both  the  Kerry  bill  and  the  MED 
program  proposal  appear  to  give  the  SBA  a  more  limited  role  in  the 
8(a)  program.  Though  SBA  business  development  programs  can 
offer  some  assistance  to  8(a)  firms,  a  good  deal  of  the  day-to-day 
advice  and  guidance  comes  from  the  staff  and  the  district  offices. 
It  would  seem  district  office  involvement  in  the  selection  of  8(a) 
firms  would  help  the  efficient  and  effective  delivery  of  technical  as- 
sistance as  the  district  offices  are  in  a  better  position  to  judge  the 
contracting  capabilities  of  businesses  in  their  jurisdictions. 

How  will  these  reforms  assure  district  offices  are  well  informed 
of  firms  requiring  their  assistance? 
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Ms.  Pulley.  We  are,  as  you  correctly  said,  trying  to  get  the 
central  office  to  some  extent  out  of  the  operation  of  the  program. 
What  we  are  proposing  is,  one,  a  fairly  extensive  training  program 
for  our  business  development  specialists  and  to  work  more  closely 
with  resources  that  are  available  in  each  district,  whether  it  is 
through  the  chamber  of  commerce,  the  minority  business  develop- 
ment centers,  through  community  development  organizations,  and 
what  have  you,  to  broaden  the  support  and  assistance  available  to 
firms. 

We  are  establishing  a  position  in  Washington  called  the  national 
training  coordinator,  who  will  be  responsible  for  developing  the 
training  program  at  each  phase  and  who  will  be  responsible  for 
working  with  each  district  officer  to  set  up  the  best  training  avail- 
able, to  make  sure  that  our  training  is  consistent  across  all  of  our 
68  district  offices. 

Senator  Pressler.  Thank  you  very  much. 

Mr.  Chairman,  I  have  some  additional  questions  for  the  record. 

Senator  Kerry.  The  record  will  remain  open  for  the  remainder 
of  this  week  for  the  submission  of  questions,  and  we  will  try  to  get 
those  in  as  quickly  as  we  can. 

Senator  Levin  is  a  long-time  advocate  of  strengthening  this  ef- 
fort. I  might  add  that  on  the  Government  Affairs  Committee  he 
held  a  very  important  series  of  hearings  of  oversight  on  the  man- 
agement practices  and  particularly  did  an  exhaustive  review  of  the 
Wedtech  affair  and  was  one  of  the  principal  proponents  of  the  re- 
form efforts  of  1988  and  also  of  creating  some  competition  in  large 
contracts. 

So  I  know  he  has  a  particular  interest  in  this,  and  we  are  de- 
lighted to  have  him  here. 

STATEMENT  OF  HON.  CARL  LEVIN,  A  U.S.  SENATOR  FROM  THE 
STATE  OF  MICHIGAN 

Senator  Levin.  Thank  you,  Mr.  Chairman,  and  thank  you  for 
your  leadership  in  this  area  to  make  sure  that  the  very  important 
8(a)  program  works  the  way  it  was  intended.  Senator  Kerry  has 
been  the  leader  in  that  effort  and  it  is  an  ongoing  leadership  which 
is  essential. 

The  pending  legislation  would  make  many  needed  changes  in 
the8(a)  program.  It  would  require  SBA  to  provide  more  effective 
business  development  assistance,  and  it  would  permit  8(a)  compa- 
nies to  negotiate  directly  with  contracting  agencies  without  SBA  in- 
terference. Those  and  other  reforms  are  critical  to  keeping  this  pro- 
gram as  a  workable,  viable,  efficient,  and  useful  program. 

So  I  want  to  commend  you,  Mr.  Chairman,  for  all  you  have  done. 

The  chairman  made  reference  to  the  Wedtech  problem  and  that 
is  what  I  want  to  talk  to  you  about,  because  one  of  the  reforms 
back  in  1988,  in  the  chairman's  bill  as  a  matter  of  fact,  was  that 
we  introduce  competition  into  the  8(a)  program.  We  had  a  thresh- 
old level,  and  you  are  now  proposing  to  double  the  threshold  and 
I  am  very  troubled  by  it,  because  of  the  history  of  abuse  that  did 
exist  at  one  time  in  the  8(a)  program. 

We  tried  to  introduce  and  did  successfully  introduce  competition 
in  the  1988  bill.  The  case  for  competition  in  the  8(a)  program  was 
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laid  out  in  the  Governmental  Affairs  Subcommittee  that  the  chair- 
man referred  to,  and  I  want  to  just  quote  one  paragraph  from  that: 

Competition  among  8(a)  contractors  should  have  the  effect  of  reducing  the  rehance 
of  8(a)  companies  upon  consultants  and  friends  in  Government  to  get  contracts.  It 
should  reduce  pressures  on  agency  officials  to  set  aside  contracts  for  the  wrong  rea- 
sons and  on  SBA  officials  to  award  contracts  to  the  wrong  companies.  It  should  re- 
duce disputes  between  the  SBA  and  contracting  agencies  over  fair  market  prices. 
In  short,  competition  carries  the  promise  of  eliminating  Wedtech-type  influence-ped- 
dUng  from  the  8(a)  program. 

Ms.  Pulley,  as  I  understand  it  the  administration  is  proposing  to 
double  the  thresholds  for  competition  to  $10  million  for  manufac- 
turing contracts  and  $7  million  for  all  other  contracts.  In  non-8(a) 
contracts  the  threshold  is  $25,000  and  we  are  contemplating  rais- 
ing that  threshold  to  $100,000  in  order  to  simplify  the  administra- 
tion of  contracting  throughout  the  Government.  That  is  part  of  the 
Vice  President's  reform  program  that  Governmental  Affairs  and 
Armed  Services  and  other  committees  have  gotten  involved  with. 

But  that  threshold  for  competition,  even  if  it  goes  up  to  $100,000, 
is  already  significantly  below  what  is  existing  in  the  8(a)  program 
and  is  way  below  what  the  administration  is  now  proposing.  In 
other  words,  you  are  suggesting,  as  I  understand  it,  that  we  not 
have  competition  for  huge  contracts.  These  are  large  contracts,  and 
to  award  them  noncompetitively  will  open  up  more  contracts, 
juicier  contracts,  to  the  same  kind  of  pressures  that  resulted  in  the 
Wedtech  problem. 

So  I  would  like  to  express  my  own  concern,  first  of  all,  given  the 
history  of  these  provisions,  and  to  ask  you  for  a  justification  for 
raising  these  thresholds  for  noncompetitive  contracts  so  that  under 
your  proposal  we  would  be  significantly  increasing  the  size  of  con- 
tracts which  could  be  awarded  sole  source  and  noncompetitively. 

Could  you  give  us  your  justification  for  that? 

Ms.  Pulley.  Yes,  Senator. 

Senator  Levin.  Let  me  interrupt  you  for  one  second.  We  are  talk- 
ing about  competition  between  8(a)  participants. 

Ms.  Pulley.  Yes. 

Senator  Levin.  Just  so  long  as  everyone  is  clear  on  this,  the  com- 
petition which  we  injected  in  1988  and  which  you  are  reducing  in 
your  proposal,  that  competition  is  not  between  8(a)  person  and  non- 
8(a)  person.  We  are  talking  about  competition  between  8(a)  partici- 
pants. We  are  trying  to  get  8(a)  companies  to,  first  of  all,  exist  and 
grow,  and  then  finally  survive  out  in  a  competitive  world. 

But  that  is  the  competition  we  are  talking  about,  between  8(a) 
companies.  And  I  would  like  your  justification  for  increasing  this 
threshold. 

Ms.  Pulley.  I  think  first  of  all  the  issue  of  the  increase  of  the 
simplified  acquisition  threshold  from  $25,000  to  $100,000  is  one 
issue.  The  8(a)  contract,  which  is  not  the  short  turn-around,  quick 
purchase,  is  another.  We  are  proposing  two  things. 

One,  if  there  is  govemmentwide  SDB,  a  governmentwide  SDB 
program,  as  I  mentioned  earlier,  the  8(a)  competitive  aspect  ap- 
pears redundant,  and  in  our  discussions  and  our  focus  groups  the 
procuring  agencies  said  it  does  not  make  sense  to  have  two  minor- 
ity set-aside  competitive  programs;  why  would  we  use  8(a)? 

That  made  sense  to  us.  So  at  their  suggestion  and  at  the  sugges- 
tion of  our  customers,  the  8(a)  firms,  we  recommended  that  if  there 
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is  a  govemmentwide  SDB  program,  the  8(a)  program  itself  would 
be  returned  to  sole  source. 

In  terms  of  increasing  the  size  on  sole  source  contracts,  what  we 
did  was  to  again  listen  to  what  our  customers  said.  They  said  that 
a  couple  of  things  were  happening,  that  if  Government  agencies 
wanted  to  contract  with  one  company  that  they  would  split  a  con- 
tract into  small  sizes  to  keep  it  within  that  range,  in  order  to  do 
it  as  a  sole  source. 

What  we  tried  to  do  was  to  look  at  the  changing  patterns  in  Gov- 
ernment procurement  and  realize  that  certainly  as  the  simplified 
acquisition  threshold  is  going  from  $25,000  to  $100,000  procure- 
ments are  getting  larger.  So  what  we  tried  to  do  was  to  accommo- 
date that. 

This  increase  in  the  size  of  an  8(a)  contract,  a  sole  source  con- 
tract, is  not  done  in  a  vacuum.  It  is  done,  one,  in  conjunction  with 
increasing  our  knowledge  of  who  our  customers  are,  the  support 
and  assistance  we  are  giving  our  companies,  as  well  as  our  own  in- 
ternal procedures  that  will  enforce  the  competitive  mix. 

As  the  chairman  mentioned  earlier,  one  of  the  problems  is  that 
there  are  still  too  many  companies  who  are  at  the  end  of  their  term 
and  who  are  still  reliant  on  the  program.  Although  there  is  a  com- 
petitive business  mix  requirement,  the  agency  has  not  been  able  to 
enforce  it. 

What  we  have  tried  to  do  in  our  whole  design  of  the  program  is 
to  give  us  the  ability  to  work  more  closely  with  companies  and  to 
provide  them  with  greater  assistance  and  support  and  to  enforce 
the  competitive  mix  requirements.  We  recognize  that  it  serves  no- 
body well  to  have  companies  who  have  graduated  and  who  do  not 
have  a  viable  business  outside  of  the  program. 

Senator  Levin.  What  is  the  percentage  of  the  contracting  oppor- 
tunities at  the  current  thresholds  that  are  available  on  a  sole 
source  basis? 

Ms.  Pulley.  I  do  not  think  I  have  that  statistic  with  me  now. 
I  would  certainly  be  able  to  provide  it  to  you. 

Senator  Levin.  The  figure  that  has  been  given  to  me  is  70  per- 
cent. 

Ms.  Pulley.  Of  the  8(a)  contracts  are  sole  source? 

Senator  Levin.  Are  available  on  a  sole  source  basis. 

Ms.  Pulley.  I  do  not  know.  I  do  not  have  that,  I  am  sorry. 

Senator  Levin.  Or  the  contract  opportunities.  But  if  you  could 
provide  that. 

Ms.  Pulley.  I  would  be  happy  to  provide  that. 

Senator  Levin.  Two  things  for  the  record.  One  is  if  you  could  tell 
us  what  percentage  of  the  contracting  opportunities  are  currently 
available  for  sole  source  at  the  current  thresholds  and  what  per- 
centage of  the  dollars  are  available  under  the  current  thresholds 
for  sole  source;  and  secondly,  if  you  would  provide  us  the  backup 
material  that  you  referred  to,  those  discussions  with  the  contract- 
ing agencies,  I  think  you  said  focus  groups. 

Ms.  Pulley.  Yes. 

Senator  Levin.  But  I  would  like  to  see  those  materials,  because 
I  must  tell  you  that,  given  the  background  of  abuse  in  this  area 
when  sole  source  was  so  prevalent,  I  think  we  have  got  to  be  very 
careful  before  we  reduce  the  level  of  competition  further  in  the  8(a) 
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program.  There  is  already  a  significant  restriction,  much  more  sig- 
nificant in  the  8(a)  program  than  in  other  government  contracting, 
and  to  reduce  competition  further  between  8(a)  participants  is 
something  that  I  am  very  reluctant  to  support. 

It  would  be  helpful  if  you  could  get  us  the  data  that  I  just  de- 
scribed, plus  that  backup. 

Senator  Kerry.  If  my  friend  will  yield,  I  believe  that  the  current 
contract  opportunity  level  at  the  current  threshold  level  is  70  per- 
cent of  the  opportunities,  and  the  current  dollar  level  is  40  percent. 
So  at  the  current  threshold  you  have  got  40  percent  of  your  total 
dollars  and  70  percent  of  your  total  opportunity  are  already 
consumed  in  sole  source. 

So  the  Senator  raises  a  very  important  question  here  as  to  what 
happens  if  you  go  up  to  $10  million,  just  in  terms  of  contract  oppor- 
tunity and  dollars,  not  to  mention  the  larger  issue  that  he  asks 
about  the  opportunity  for  the  Wedtech  problem,  which  is  why  our 
bill  does  not  do  that.  This  is  where  we  have  a  difference,  obviously. 

Senator  Levin.  Thank  you.  Mr.  Chairman,  I  will  leave.  I  just 
want  to  summarize  by  saying  the  Wedtech  experience  is  very  fresh 
in  our  minds.  It  is  too  fresh  to  ignore,  and  these  huge  contracts  are 
too  juicy  to  ignore,  too,  and  they  attract  consultants  and  insiders 
very,  very  readily.  They  are  a  magnet  for  that. 

So  the  more  you  go  up  there,  the  more  it  pays  to  hire  consult- 
ants, and  the  more  risks  people  are  going  to  be  taking  in  terms  of 
trying  to  use  insider  influence  in  order  to  achieve  them.  That  is  the 
history.  That  is  in  the  subcommittee  report.  I  would  like  to  read 
the  materials  that  you  are  going  to  provide,  but  I  would  urge  that 
you  read,  if  you  would — we  will  supply  for  your  record — the  por- 
tions of  the  report  on  Wedtech  from  our  subcommittee,  because  it 
would  be  useful  I  think  for  you  to  read  the  history  which  makes 
some  of  us  so  leery  about  just  raising  these  levels  and  reducing 
competition  so  readily.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Senator  Kerry.  Thank  you  very  much.  Senator  Levin,  for  that 
line  of  questioning  and  also  for  your  work  on  this.  I  appreciate  it. 

Let  me  just  follow  up  on  that  with  one  question.  It  seems  to  me 
that  if  you  get  these  very  large  amounts  of  money  and  you  are  into 
a  sole  source  contract  status,  you  are  reaching  well  beyond  the  fun- 
damental purposes  that  you  and  I  have  described  for  this  program. 
Once  a  company  is  large  enough  and  well  established  enough  to 
take  on  that  size  contract  on  a  sole  source  basis,  it  seems  to  me 
you  may  want  to  be  treating  that  almost  outside  of  this  kind  of  pro- 
gram, not  within  it. 

Ms.  Pulley.  Mr.  Chairman,  I  can  certainly  appreciate  the  con- 
cerns that  some  of  the  program  abuses  have  raised  in  the  Con- 
gress, and  they  certainly  raised  those  concerns  with  us.  We  are 
guardians  of  this  program  for  the  next  two  years.  However,  I  be- 
lieve it  is  important  that  we  bear  in  mind  that  our  purpose  is  to 
attempt  to  provide  support  and  assistance  to  developed  companies 
that  are  able  to  compete  after  the  program. 

The  reality  is  that  the  8(a)  program  is  focusing  on  Government 
contracting.  Many  of  these  firms  developed  a  tremendous  amount 
of  expertise  in  lines  of  business  that  either  the  Federal  or  State 
and  local  governments  are  prime  customers  for.  That  is  a  market 
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that  requires  a  certain  size  to  be  able  to  compete  in,  which  is  why 
there  is  a  set-aside  program  for  minorities  and  why  we  are  talking 
about  a  set-aside  program  for  women. 

If  companies  are  not  allowed  to  grow  to  a  size  such  that  they  can 
go  after  this  business — and  part  of  going  after  this  business  is 
being  able  to  access  capital — they  are  not  going  to  be  able  to  com- 
pete, no  matter  what  kind  of  business  mix  they  have  in  the  pro- 
gram, because  they  are  not  going  to  get  to  a  size  large  enough  after 
the  program  is  over  to  be  able  to  exist  anyway,  because  there  are 
large  Federal  contractors  and  there  are  small  ones  who  compete 
under  set-aside  programs,  but  there  is  a  vast  gap  here  in  the  mid- 
dle market. 

So  if  we  do  not  allow  the  companies  some  opportunity  to  grow — 
I  believe  we  have  controls  right  now  in  terms  of  net  worth  and  re- 
strictions in  terms  of  the  small  business  size  standards  itself.  So 
that  there  is  a  limit  as  to  how  big  they  are  going  to  get  anyway 
because  of  other  limitations. 

If  we  also  limit  the  contract  that  they  can  get  as  well,  we  really 
are  restricting  these  companies.  I  think  the  other  thing  is  that  we 
need  to  be  cognizant  of  the  difference  between  the  size  of  the  con- 
tract itself  and  the  bottom  line  that  the  company  has  at  the  end 
of  the  contract  period.  Many  of  these  contracts  have  significant 
components  for  parts,  so  that  if  you  get  a  $10  million  contract,  you 
are  not  making  $10  milHon  net  income.  So  I  think  that  is  also  very 
important  that  we  keep  in  mind. 

Senator  Kerry.  Well,  you  make  a  very  good  point  with  respect 
to  this  mid-group  and  the  reality  of  the  transition.  The  difTiculty 
is  in  how  you  institutionalize  the  fairness  and  arm's  length  dis- 
tance in  the  process.  This  is  not  the  end  on  this  subject  by  any 
means,  obviously,  and  I  think  clever  staffs  can  try  to  work  through 
some  notions  of  how  we  can  get  the  best  of  both  worlds  here. 

But  I  share  with  Senator  Levin  a  concern  about  there  maybe 
being  a  way  to  encourage  competition  in  that  mid-gap  area,  in 
order  to  minimize  the  sole  sourcing,  and  creating  a  very  stringent 
sole  source  decisionmaking  process  or  permissiveness. 

Ms.  Pulley.  Our  program  took  a  long  time  to  develop  because 
we  spent  a  lot  of  time  working  and  talking  through  some  of  these 
issues,  and  our  program  is  comprehensive.  It  is  all  tied  together. 

One  of  the  things,  one  of  the  reasons  that  we  were  comfortable 
increasing  the  size  of  the  sole  source  contracts  is  because  in  dele- 
gating contracting  authority  back  to  the  agencies  we  are  not  only 
asking  that  they  have  goals  for  the  dollar  volume  of  contracts,  but 
for  the  number  of  contracts  and  the  number  of  contractors,  which 
prevents  one  procurement,  one  procuring  activity,  from  giving  lots 
and  lots  of  business  to  one  company,  which  happens  right  now,  or 
for  having  large,  even  if  it  is  competitive,  large  contracts  with  one 
company. 

If  they  have  both  a  number  of  contracts  they  have  to  meet  and 
diversify  among  those  contracts,  so  a  number  of  contractors,  it  is 
much  more  likely  that  any  one  company  will  get  maybe  a  large 
enough  contract  for  it  to  build  some  expertise  and  make  some 
money  on.  As  opposed  to  going  after  three,  not  three  $3  million, 
they  can  do  one  $10  million  contract. 
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From  the  company's  standpoint,  the  administrative  cost  is  less. 
From  the  Grovemment's  standpoint,  the  administrative  cost  is  less. 
And  there  are  other  controls  in  place  to  safeguard  against  that. 

Senator  Kerry.  The  consultancy  S3nidrome  and  the  fact  that 
these  contracts  are  located  here  in  Washington  has  tended  to  aug- 
ment the  perception  of  Washington,  Virginia,  Maryland,  et  cetera, 
being  the  site  of  all  contracts.  How  do  you  deal  with  Senator  Pres- 
sler's  comment  and  the  comment  that  I  have  heard  from  other 
parts  of  the  country,  gee,  you  know,  we  do  not  get  a  crack  at  these, 
or  we're  not  getting  a  fair  opportunity  here? 

Do  you  think  that  the  MED  program  or  the  Opportunity  Act  ade- 
quately address  that  question? 

Ms.  Pulley.  I  am  not  sure  that  there  is  any  way 

Senator  Kerry.  To  address  it? 

Ms.  Pulley  [continuing].  That  we  can,  because  that  is  the  nature 
of  procurement.  I  mean,  if  you  look  at  where  the  Government  is 
spending  its  money,  that  is  where  it  is.  Even  outside  of  the  belt- 
way,  if  you  look  at  the  concentration  of  our  portfolio  it  is  around 
Federal  procurement  activity. 

If  we  look — we  did  a  spread  of  our  68  district  offices  and  perhaps 
two-thirds  of  them  have  a  sizable  8(a)  portfolio,  simply  because — 
and  it  is  not  because  there  are  not  minorities  there.  The  minorities 
may  be  different. 

Senator  Kerry.  Yes. 

Ms.  Pulley.  But  it  is  where  there  is  Government  work  to  be 
done. 

Senator  Kerry.  Let  me  ask  a  couple  quick  questions  here.  We 
have  a  major  conference  coming  up  later  this  morning  on  health 
care,  which  as  you  all  know  is  going  to  chew  up  all  our  vacation. 
So  we  have  a  major  interest  in  being  there. 

But  apart  from  that,  we  have  got  two  other  panels.  I  want  to 
make  sure  we  give  everybody  an  adequate  opportunity  to  speak. 
But  I  do  want  to  quickly  ask  a  couple  other  questions. 

Because  a  lot  of  companies  have  had  this  capitalization  problem 
in  getting  out  into  other  areas  and  becoming  self-sustaining  in  the 
Opportunity  Act  we  have  permitted  companies  to  sell  an  equity  in- 
terest as  long  as  51  percent  remains  in  the  hands,  et  cetera.  Now, 
there  are  some  people  kicking  around,  well,  wait  a  minute,  maybe 
it  should  not  be  51  percent  as  long  as  the  active  voting  interest, 
et  cetera.  I  happen  to  have  serious  problems  with  that  because  I 
think  it  creates  a  nightmare  of  accountability  in  terms  of  penetrat- 
ing the  veil,  if  you  will,  of  who  is  what  and  where. 

I  tend  to  like  51  percent  because  it  is  simple  and  easy  to  measure 
and,  even  though  there  is  some  unfairness  in  everything,  it  is  bet- 
ter than  what  you  have  got  today. 

Do  you  want  to  give  me  your  views  on  this? 

Ms.  Pulley.  We  agree  with  you,  51-percent  voting  stock.  We  had 
a  number  of  discussions  about  this,  primarily  because  we  also  have 
another  SBA  program,  the  Specialized  Small  Business  Investment 
Co.  Program,  where  ownership  is  also  an  issue,  and  we  tried  to 
look  at  ownership  versus  control. 

We  came  up  with,  first  of  all,  limiting  it  to  those  companies  that 
had  to  make  a  significant  investment  in  plant  and  equipment.  We 
were  looking  at  companies  that  needed  long-term  capital,  not  just 
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working  capital  or  term  financing.  And  then  we  kept  voting  owner- 
ship to  51  percent,  but  allowed  a  reduction  in  the  overall  owner- 
ship, so  that  preferred  stock,  preferred  non-voting  for  example, 
other  kinds  of  subordinated  debt,  could  be  included  in  the  capital 
structure  of  the  company. 

Senator  Kerry.  But  you  are  proposing  to  reduce  the  ownership 
of  a  qualifying  individual  to  no  less  than  35  percent? 

Ms.  Pulley.  Right. 

Senator  KERRY.  Of  the  aggregate  voting  and  non-voting  shares 
outstanding.  But  I  see  that  you  still  maintain  the  5 1  percent  of  the 
voting  stock,  correct? 

Ms.  Pulley.  Voting,  right. 

Senator  KERRY.  That  is  going  to  require  you  to  distinguish  be- 
tween the  stock  issues  and  who  is  behind  each  stock  issue. 

Ms.  Pulley.  Right. 

Senator  Kerry.  Is  that  doable? 

Ms.  Pulley.  Yes.  That  is  part  of  how  we  view  eligibility  right 
now. 

Senator  Kerry.  Would  that  be  done  at  the  district  level? 

Ms.  Pulley.  I  think  we  can  not 

Senator  Kerry.  You  do  not  think  that  is  an  invitation  to  more 
front  problems?  You  can  always  put  somebody  up  as  your  voting 
stock,  non-voting  stock,  who  is  a  straw. 

Ms.  Pulley.  First  of  all,  these  would  have  to  be  companies  that 
have  already  been  in  the  program  for  3  years.  Second,  it  can  only 
be  approved  by  the  Administrator.  So  we  would  have  to  have  a 
very  thorough  analysis  of  the  company  in  order  to  do  that. 

And  I  think  the  third  thing  is  that  again,  remember  we  have  re- 
stricted it 

Senator  Kerry.  What  is  in  the  track  record  inspiring  us  to  be- 
lieve that  thorough  analysis  will  be  forthcoming  and  thorough? 

Ms.  Pulley.  I  suppose  you  have  to  take  us  on  faith.  Senator. 

I  think  that,  first  of  all,  we  are  not  opening  the  entire  portfolio 
up  for  this.  If  you  look  at  the  8(a)  portfolio,  by  limiting  it  to  compa- 
nies with  a  significant  investment  in  plant  and  equipment  we  are 
talking  almost  exclusively  about  manufacturing  companies  and  pos- 
sibly construction  companies.  They  are  a  small  percentage  of  the 
8(a)  portfolio.  Most  of  the  companies  are  service  companies,  whose 
needs  are  more  debt  needs  as  opposed  to  long-term  capital  invest- 
ment in  the  company  need. 

So  that  we  do  not  expect,  first  of  all,  for  there  to  be  a  tremendous 
percentage  of  our  portfolio  in  this  situation  in  the  first  place. 

Senator  KERRY.  We  have  permitted  under  very  limited  cir- 
cumstances an  8(a)  graduate  to  compete  for  a  contract  and,  as  I 
say,  only  under  limited  circumstances.  The  reason  for  this  obvi- 
ously being  that  once  they  graduate  and  they  are  out  in  the  world 
if  they  are  not  finding  it  elsewhere  you  do  not  want  them  to  die, 
but  at  the  same  time  you  do  not  want  to  have  them  taking  that 
limited  pool. 

So  this  is  a  way  under  those  limited  circumstances  to  at  least 
allow  them  in  to  compete  and,  as  I  say,  where  you  have  certain  re- 
quirements met  with  respect  to  their  kind  of  participation  and  level 
and  so  forth. 

What  do  you  feel  about  that? 
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Ms.  Pulley.  We  have  come  up  with  three  teaming  arrangements, 
if  you  will.  We  recognize,  first  of  all,  the  problems  any  company 
would  have  if  suddenly  a  certain  percentage  of  its  business  falls 
away,  and  even  if  a  company  meets  successfully  all  of  its  business 
mix  requirements,  they  are  going  to  lose,  what,  30  to  40  percent 
of  their  business. 

What  we  have  proposed  for  those  graduating  firms  is  a  mentor- 
protege  program  similar  to  the  program  at  the  Department  of  De- 
fense. WTiat  that  would  allow  is  successful  graduating  companies — 
that  is,  companies  that  leave  the  program  in  good  standing  and 
have  met  their  competitive  mix — would  be  able  to  serve  as  mentors 
for  younger  companies  coming  in. 

Our  restriction  is  that  the  new  company  has  to  be  in  the  program 
at  least  3  years.  That  is,  one,  to  avoid  the  problem  of  spinoffs, 
which  some  of  the  companies  raised;  but  two,  it  is  to  give  a  new 
company  an  opportunity  to  get  into  the  program  and  get  a  feel  for 
the  program  to  start  developing  its  own  market  niche. 

What  we  believe  it  will  do  is  start  to  institutionalize  some  of  the 
training  and  experience  in  the  program.  Right  now  a  company 
comes  in  the  program,  it  goes  through  the  school  of  hard  knocks 
learning  the  8(a)  program,  they  graduate,  and  they  are  gone.  Hope- 
fully, they  go  on  and  still  remain  viable  companies,  and  some  of 
them  do  not. 

But  the  new  companies  coming  in  still  have  to  learn  that  process. 
We  believe  the  mentor-protege  program  will  enable  the  new  firms 
to  learn  from  the  old  firms  and  to  access  some  of  the  markets  that 
the  older  firms  have  gotten.  It  will  give  the  older  firms  an  oppor- 
tunity to  have  some  business,  not  to  lose  the  business  simply  be- 
cause they  have  graduated  from  the  program. 

We  also  believe  that  one  of  the  requirements  in  our  mentor-pro- 
tege program  is  that  the  mentor  has  to  provide  business  to  the  pro- 
tege in  the  same  way  that  the  protege  provides  access  to  business 
for  the  mentor.  It  also  will  address  some  of  the  issues  of  access  to 
capital,  because  the  protege  will  have  the  financial  support  of  the 
stronger  mentor. 

So  there  are  a  number  of  reasons  we  think  that  this  program  will 
be  a  viable  one  for  both  the  protege  and  the  mentor.  And  again, 
we  would  require  that  these  arrangements  would  be  approved  in- 
ternally by  SBA  before  they  would  exist. 

Senator  Kerry.  So  what  you  are  really  saying  is  you  like  the 
mentoring  program  more  than  you  like  their  ability  to  compete. 

Ms.  Pulley.  Our  concern  is  we  have  not  yet  been  able  to  get  all 
of  the  procuring  agencies  to  put  as  much  business  into  the  program 
as  we  would  like.  Our  concern  is  if  contracts  are  going  out  of  the 
program,  how  are  we  going  to  replace  them? 

Senator  Kerry.  To  somehow  limit  the  pool. 

Ms.  Pulley.  Particularly  as  we  have  more  and  more  companies 
going  in. 

Senator  Kerry.  But  even  though  it  is  very  narrowly  cir- 
cumscribed to  where  it  would  not  necessarily  be  competing  with  the 
new  folks  coming  in,  et  cetera.  Well,  why  do  we  not  take  a  look  at 
that.  Let  us  see  if  we  can  have  some  meeting  of  the  minds  on  this. 

A  final  question  before  we  shift  panels  here.  The  status  protest 
system  is  obviously  not  perceived  to  be  working  well.  It  seems  to 
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be  in  some  disarray.  We  tried  to  strengthen  that,  and  I  would  just 
like  you  to  comment  on  your  sense  of  our  proposal  with  respect  to 
the  strengthening  of  status  protests. 

Ms.  Pulley.  We  agree  with  your  proposal. 

Senator  Kerry.  You  do? 

Well,  we  will  leave  the  record  open,  as  I  say.  If  we  have  any  ad- 
ditional questions,  we  will  submit  them  to  you  right  away,  today 
or  tomorrow.  And  I  very  much  appreciate  your  views  today  and 
thank  you  and  also  Administrator  Bowles  for  helping  to  bring  us 
to  this  point.  I  obviously  think  this  is  a  very  important  reform  to 
get  through,  and  we  want  to  cooperate  and  work  with  you  closely 
to  try  to  come  up  with  a  good  piece  of  legislation. 

Ms.  Pulley.  As  do  we,  Mr.  Chairman.  And  we  appreciate  the  op- 
portunity today.  Thank  you. 

Senator  Kerry.  Thank  you  very  much. 

[Ms.  Pulley's  responses  to  Questions  submitted  for  the  record  fol- 
low:] 
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Questions  from  Senator  Levin: 

(1)  What  percentage  of  sole  source  contracts  are  awarded  under  8(a)  below  the  existing 
threshold?  What  is  the  percentage  of  the  total  dollar  amount?  Qustification  for  raising 
the  threshold,) 

Response: 

►  For  manufaauring  ($5  million  and  below):   91  percent  of  contracts  and  49 
percent  of  contract  dollars;  non-manufacturing  ($3  million  and  below):  91 
percent  of  contracts  and  48  percent  of  contraa  dollars.* 

►  Justification:    It  is  believed  that  agencies  would  make  additional  contracting 
opportunities  available  to  8(a)  firms  if  agencies  could  make  sole  source 
awards  under  higher  competitive  thresholds. 

(2)  Cassandra  stated  during  the  Q&A  's  that  procuring  agencies  have  said  that  8(a)  would  no 
longer  be  useful  if  it's  not  sole  source.    Levin  wants  to  see  documentation  from  these 
procuring  agencies. 

Response: 

Upon  review  of  our  files  it  was  determined  that  this  documentation  is  not  available. 
Federal  agencies  are  motivated  to  award  8(a)  contracts  in  order  to  achieve  specific 
contraaing  goals.    However,  it  has  been  our  experience  (based  to  a  great  degree  upon 
Headquarters  and  District  Office  interaction  with  procuring  agencies)  that  procuring 
agencies  utilize  the  8(a)  Program  because  the  sole  source  feature  expedites  the  procurement 
process  and  allows  the  agency  (the  customer)  the  opportunity  to  select  a  specific  firm  that 
it  feels  has  the  technical  and  managerial  capability  to  perform  a  given  contract.    Sole  source 
therefore  provides  a  strong  incentive  to  contracting  with  8(a)  firms.    Should  the  SDB 
Program  be  expanded  Government  wide  there  will  be  little  incentive  for  Federal  agencies 
to  offer  competitive  requirements  to  the  8(a)  Program. 

The  brainstorming  sessions  that  were  conducted  in  the  fall  of  1993  included  representatives 
from  current  8(a)  participant  firms,  past  8(a)  participants,  minority  trade  associations  and 
federal  procuring  agencies.    The  recommendation  to  increase  the  sole  source  thresholds  was 
made  in  Chicago,  Los  Angeles  and  Atlanta.    The  recommendations  from  each  of  the 
brainstorming  sessions  represented  the  consensus  of  the  participants. 


(3)         Under  SBA  's  proposed  threshold  of  $10  million  for  manufaauring  and  $7  million  for 
service  and  construction  contracts,  what  would  the  percentage  be  at  those  levels? 


Response: 
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►  For  manufacturing  ($10  million  and  below):  98  percent  of  contraas  and  82 

percent  of  contraa  dollars;  non-manufacturing  ($7  million  and  below):  95 
percent  of  contracts  and  57  percent  of  contract  dollars.* 

*Based  upon  a  review  of  the  Washington  Distria  Office  8(a)  portfolio  which 
represents  a  sample  of  approximately  one  third  of  the  Program's  total  contract 
dollars. 
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Questions  from  Senator  Kerry: 

(1)         What  is  SBA  's  justification  and  rationale  for  decentralizing  the  certification  and 
eligibility  process? 


Response: 

Decentralizing  the  process  will  be  more  customer  oriented  and  user  friendly. 

1.  Facilitating  Program  Entry 

►  Centralized  Processing  with  one  individual  authorized  to  approve  program 
applications  creates  a  delay  in  the  decision  making  process. 

*■  Volume  of  applicants  will  be  less  on  a  per  office  basis 

►  Less  Volume  will  allow  for  faster  processing 

2.  Early  Orientation  by  Servicing  Personnel 

►  Process  will  require  at  least  one  field  visit  prior  to  program  admission. 

►  Process  would  require  face-to-face  meeting  with  Distria  Director  (or 
designee)  prior  to  program  admission. 

►  Applicant  would  have  earlier  access  to  other  Agency  resources  during 
application  process. 

3.  Access  to  More  Resources 

►  Availability  of  other  technical  program  personnel  (ED)  to  provide  assistance 
in  analytical  reviews  (eg.  financial  capacity)  and  a  better  assessment  of 
company  capability. 

►  Cross  trained  staff  of  MED  personnel  available  for  eligibility  or  servicing 
aspects.     MED  staff  familiar  with  aspeas  of  continuing  program 
requirements 

►  Physical  Resources  -  copiers,  fax  machines,  credit  reports 
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4.  Geographical  Convenience  to  Customer 

►  District  personnel  will  be  more  familiar  with  local  market  conditions. 

►  Transmission  of  documents  and  phone  calls  at  a  lesser  expense  to  client. 

5.  Although  the  process  is  being  decentralized,  Headquarters  will  monitor,  audit  and 
evaluate  field  office  processing  to  ensure  consistent,  high  quality  application  reviews. 
We  are  also  considering  the  use  of  a  review  committee  to  make  recommendations  to 
the  District  Direaors.    The  committee  will  include  senior  distria  management 
personnel.    Firms  that  are  not  approved  for  Program  entry  will  be  eligible  for 
appeal  to  SBA  Headquarters. 

6.  Personnel  management  will  be  on  a  local  level  rather  than  direaed  from  Central 
Office 

(2)  What  is  SBA 's  justification  and  rationale  for  raising  the  sole-source  thresholds? 
Response: 

►  Please  refer  to  the  response  to  Senator  Levin's  question  Number  2. 

(3)  Please  expand  on  your  proposed  Mentor-Protege  Program. 

*■  Our  proposed  Mentor-Protege  Program  actually  involves  strategic  alliances 

between  current  and  graduate  8(a)  firms.    It  is  designed  to  increase  the 
survival  rate  of  8(a)  firms  after  exiting  the  Program  by  easing  the  transition 
from  the  8(a)  Program  to  a  wholly  competitive  market. 

►  Should  facilitate  cooperative  relationships  between  Program  participants  and 
graduate  firms  which  completed  the  Program  in  "good  standing."  The 
relationship  should  be  mutually  beneficial,  allowing  the  protege  firm  to 
benefit  from  the  technical,  managerial  and  financial  support  of  the  mentor 
firm  without  violating  SBA's  size  affiliation  rules. 

►  Mentors  must  be  capable  of  providing  proteges  with  access  to  markets, 
assistance  in  building  proteges'  infrastructure,  technology  transfer  and 
financial  support.    This  support  should  assist  proteges  to  better  market  the 
8(a)  program  in  the  short- run  and  develop  a  broader  marketing  base  for  long 
term  open  market  growth. 

►  Protege  must  have  been  in  Phase  III  of  the  MED  Program  for  at  least  three 
years,  but  no  longer  than  six  years. 
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(4)  There  are  some  concerns  over  your  proposal  to  allow  certain  firms  to  reduce  the 
disadvantaged  ownership  to  35%  under  certain  circumstances.    What  controls  would  he 
put  in  place  to  ensure  that  the  firm  is  still  controlled  by  disadvantaged  individuals? 
How  would  this  impact  the  firm's  eligibility  for  the  SDB  Set-Aside  programs? 

►  We  believe  growing  companies  must  have  access  to  alj  forms  of  capital  -  not 
just  debt  capital.    To  enable  firms  to  access  equity  capital,  SBA  proposes  to 
permit  MED  participants  who  have  been  in  Phase  HI  at  least  three  (3)  years, 
who  are  in  industries  requiring  a  significant  investment  in  plant  and 
equipment,  (targeted  to  manufacturing  firms)  and  who  must  increase  the 
capital  base  of  their  firms  in  order  to  grow,  to  reduce  the  ownership  of  the 
qualifying  individual(s)  to  no  less  than  35%  of  the  aggregate  shares 
outstanding. 

►  Critical  to  continued  eligibility  is  that  the  qualifying  individual  must 
continue  to  own  at  least  51%  of  the  outstanding  voting  stock. 

►  There  should  be  no  impaa  to  a  firm's  eligibility  to  participate  in  the  SDB 
Set- Aside  Program  as  long  as  the  firm  maintains  at  least  51%  of  the  voting 
stock,  with  due  consideration  to  existing  affiliation  requirements. 

(5)  The  "Business  Development  Opportunity  Act"  would  allow  program  graduates  to 
participate  in  8(a)  competitions  if  the  firm  is  currently  performing  on  the  contract  which 
was  awarded  under  8(a)  competition,  the  firm  is  otherwise  eligible,  the  contraa  is  25% 
or  more  of  its  revenue,  and  the  firm  agrees  to  subcontract  not  less  than  40%  to  one  or 
more  program  participants  (of  which  20%  shall  be  awarded  to  one  or  more  program 
participants  who  are  emerging  small  businesses,  unless  such  awards  are  impracticable 
afier  consultation  with  the  AA/MED)    What  is  SBA 's  position  on  this  provision? 

The  SBA  is  opposed  to  this  provision  because  Transition  Competition  for  Program 
Participants,  may  have  the  effect  of  reducing  the  pool  of  contract  opportunities  available 
for  new  8(a)  Program  Participants.  The  provisions  are  intended  to  mitigate  impaa  upon 
firms  that  have  graduated  from  the  8(a)  program,  but  derive  a  substantial  share  of  their 
revenues  (at  least  25%)  from  expiring  competitively  awarded  8(a)  contracts.  SBA's  MED 
proposal  does  not  provide  for  8(a)  competition,  but  proposes  that  all  8(a)  contracting  be 
sole-source.    However,  our  proposal  for  8(a)  strategic  alliances  provides  graduate  8(a)  firms 
the  opportunity  to  participate  with  current  8(a)  firms  in  joint  venture,  teaming  and 
subcontracting  relationships.    This  will  allow  the  graduate  companies  to  use  their 
experience  and  acquired  skills  to  contribute  to  the  development  of  current  portfolio  firms. 
It  is  contemplated  that  this  business  relationship  will  support  the  initial  development  of 
8(a)  firms  and  the  continued  development  of  graduate  companies. 
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Questions  from  Senator  Harris  Wofford: 

(1)         One  of  the  most  frequently  heard  complaints  about  the  8(a)  program  is  the  paperwork. 
Do  you  know  how  much  a  firm  must  currently  spend  on  fulfilling  certification 
requirements?  How  much  will  the  Administration's  proposed  reforms  reduce  that  cost? 


Response: 


This  is  a  work  in  progress.    We  do  not  track  the  number  of  hours  or  cost 
that  an  applicant  must  spend  to  complete  an  8(a)  Program  application. 
However,  it  is  the  opinion  of  our  staff  that  the  average  applicant  requires 
approximately  forty  hours  to  complete  the  application.   The  cost  to 
individual  applicants  varies  greatly  depending  upon  whether  the  application  is 
completed  by  the  firm  or  contracted  out  to  a  consultant,  attorney  or  CPA. 

In  an  attempt  to  make  the  application  process  easier  for  the  applicant 
without  risking  the  integrity  of  the  program,  MED  has  proposed  reforms 
that  include  the  following: 

►  Streamhning  the  SBA  Form  lOlOB,  Business  Eligibility  Statement,  to 
two  (2)  pages  for  sole  proprietorships  and  four  (4)  pages  for 
partnerships  and  corporations.    The  current  SBA  Form  lOlOB, 
Business  Eligibility  Statement,  is  twenty  (20)  pages  for  all  types  of 
firms. 

►  Negotiating  an  Inter-Agency  Agreement  between  SBA  and  MBDA 
which  will  have  the  following  benefits  to  8(a)  applicants  that  choose 
to  contract  out  the  preparation  of  their  8(a)  application: 

►  Some  8(a)  applicants  currently  pay  thousands  of  dollars  to 
attorneys,  consultants  and  CPAs  to  have  their  application 
completed,  the  MBDA  will  charge  the  following  fees: 

-$10.00  per  hour  for  firms  with  gross  receipts  under  $500K. 
-$17.50  for  firms  with  gross  receipts  over  $500K. 

Since  the  average  application  requires  40  hours  to  complete, 
applicants  that  choose  to  use  MBDA's  services  will  pay 
somewhere  between  $400  and  $700. 

►  For  those  applicants  that  choose  to  complete  their  own 
application,  the  increase  in  outreach  effort  by  SBA/MBDA  will 
provide  applicants  with  an  increased  understanding  of  the 
application  process  and  completion. 
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(2)         I'm  curious  as  to  whether  there  are  any  geographic  disparities  in  the  8(a)  program. 

Could  you  please  outline  how  many  businesses  in  each  of  the  50  states  are  certified  as 
8(a)  firms  and  the  value  of  the  federal  contracts  8(a)  firms  in  each  state  received  in  1993? 
How  would  the  Administration 's  proposed  reforms  remedy  any  imbalance? 


Response: 


It  is  an  accepted  axiom  both  in  commercial  and  government  contracting  that 
where  the  buyer  is,  the  seller  will  follow.    It  is  for  this  reason  that  firms  tend 
to  locate  near  government  installations  to  take  advantage  of  their  proximity 
to  market  themselves  effectively  to  those  agencies.    There  are  disparities  in 
contraaing  opportunities,  but  it  should  be  noted  that  some  states  have  a 
much  higher  number  of  minority-owned  firms  that  are  eligible  for 
government  contracting  than  do  others. 

To  help  reduce  the  disparities,  SBA  proposes  (1)  eliminating  national/local 
buy  requirements;  (2)  improving  minority-owned  firms'  marketing  abilities; 
(3)  increasing  the  percentage  of  federal  dollars  set  aside  for  8(a)  and  SDB 
contracting  and  (4)  changing  the  goaling  mechanism  so  that  goaling  would 
not  focus  exclusively  on  total  dollars,  but  would  also  include  total  number  of 
contraas  and  a  larger  number  of  firms  receiving  those  contracts. 


8 (a)  Firms  and  Contracts  Dollars  by  State 


Dollar  Amount 

State 

8(a)  Firms 

of  Contracts 

(Actual) 

(FY  1993) 

Alabama 

102 

141,326,572 

Alaska 

36 

63,698,754 

Arizona 

55 

41,722,252 

Arkansas 

51 

16,339,532 

California 

609 

416,223,329 

Colorado 

162 

135,268,405 

Connecticut 

27 

11,589,707 

Delaware 

7 

17,853,512 

Washington,  D.C 

181 

82,648,317 

Florida 

153 

107,822,202 

Georgia 

173 

67,996,707 

Hawaii 

35 

41, 955, 608 

Idaho 

22 

29,446,779 

Illinois 

161 

69,795,012 

Indiana 

39 

8,486,256 

Iowa 

13 

1,532,011 

Kansas 

73 

28,802,690 

Kentucky 

30 

30,139,539 

Louisiana 

93 

43,635,195 

58 


Maine 

6 

Maryland 

509 

Massachusetts 

71 

Michigan 

57 

Minnesota 

41 

Mississippi 

55 

Missouri 

102 

Montana 

22 

Nebraska 

18 

Nevada 

35 

New  Hampshire 

3 

New  Jersey 

171 

New  Mexico 

114 

New  York 

215 

North  Carolina 

82 

North  Dakota 

14 

Ohio 

198 

Oklahoma 

71 

Oregon 

40 

Pennsylvania 

173 

Rhode  Island 

8 

South  Carolina 

42 

South  Dakota 

14 

Tennessee 

73 

Texas 

457 

Utah 

29 

Vermont 

2 

Virginia 

524 

Washington 

88 

West  Virginia 

23 

Wisconsin 

41 

Wyoming 

5 

Guam 

2 

Puerto  Rico 

60 

Virgin  Islands 

4 

4,401,847 

410,380,250 

87,231,475 

19,054,350 

14,523,480 

31,196,934 

54, 808,366 

9, 936,286 

5,160,994 

28,095,426 

553,827 

105,253,953 

161,536,571 

97, 919, 805 

49,845, 331 

16,759,289 

171,824,040 

62,002, 329 

17,692,736 

61,405,835 

5,328,058 

42,465, 197 

10,402, 187 

97,223,585 

231,501,665 

16,861, 693 

160,134 

621,760, 098 

52,085,823 

8,538,426 

7, 957,489 

514,408 

0 

37,835,369 

473,474 


5,391  $3,898,973,135 


Note:    Contract  dollar  amounts  do  not  include  firms  that  have  exited  the  program  but 
continue  to  perform  on  8(a)  contracts. 


59 


(3)  One  Pennsylvania  8(a)  company  has  attributed  the  lack  of  contract  opportunities  to  the 
local  buy/national  buy  rules.   Do  either  the  Administration's  reform  proposal  or 
Senator  Kerry's  legislation  adequately  change  these  rules  so  that  Pennsylvania  8(a)  firms 
do  not  feel  that  they  need  to  open  offices  in  Washington  in  order  to  compete  for 
contracts? 

Response: 

The  Administration  has  recognized  the  problems  that  have  been  caused  by  local 
buy/national  buy  market  segmentation.   The  Administration's  MED  Plan  and 
Senator  Kerry's  bill  both  propose  the  elimination  of  local  buy/national  buy 
identification   The  net  result  of  this  proposal  is  that  any  8(a)  firm  can  market  for 
any  available  requirement  on  a  national  basis  with  one  exception.    Construction 
contracting,  by  the  very  nature  of  the  business,  is  awarded  locally  under  current 
legislation  and  will  remain  within  District  jurisdictions  according  to  SBA's  proposal. 

(4)  Does  the  Administration  have  any  views  on  whether  the  length  a  firm  can  remain  in 
the  8(a)  program  should  depend  upon  the  industry  in  which  the  firm  does  business? 


Response: 


The  Administration  believes  the  current  Program  Participation  Term  (PPT^ 
(9  years)  is  sufficient  for  each  industry.   The  nine  year  time  frame  is 
sufficient  because  it  provides  a  sheltered  market  during  the  time  when  most 
firms  fail  (early,  developmental  years).    If  firms  comply  with  competitive  mix 
requirements  and  seek  commercial  contracts  after  the  fifth  year,  they  should 
enhance  their  chance  for  a  successful  transition  into  the  competitive 
marketplace. 

Length  of  time  a  firm  remains  in  the  8(a)  program  should  be  uniform  to 
allow  each  applicant  the  same  amount  of  time  to  benefit  from  SBA  resources 
and  program  opportunity. 

It  would  also  be  very  difficult  to  develop  a  standard  period  of  time  for  each 
industry.    The  faaors  for  success  would  create  so  many  variables  that 
whatever  amount  of  lime  is  proposed  would  be  subjective. 


(5)         Because  the  program  has  been  so  poorly  run  in  the  past,  should  those  firms  that  are 

about  to  graduate  be  permitted  to  remain  as  part  of  the  program  for  an  extended  period 
of  time,  so  as  to  benefit  from  the  reforms? 
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Response: 

SBA  opposes  any  extension  of  Program  term.   Although  the  8(a)  program  has  had  a 
number  of  problems  over  the  years,  these  problems  primarily  affected  program  entry. 
The  problems  did  not  have  direct  impact  upon  program  participants.   The  Program  places 
responsibility  for  marketing  8(a)  contract  opportunities  upon  the  participant.   This  concept 
of  self  marketing  will  continue.   It  should  be  noted  that  the  8(a)  Program  provides  access 
and  opportunity,  but  does  not  guarantee  business  success. 

Those  firms  that  have  been  highly  successful  in  obtaining  8(a)  contracts  have  failed  after 
program  completion,  primarily  as  a  result  of  their  high  level  of  dependency  on  8(a) 
contracts.   Also,  although  graduate  8(a)  firms  cannot  benefit  directly  from  the  8(a) 
Program,  said  firms  may  enter  into  strategic  alliances  with  current  participants  as 
teaming/joint  venture  partners  or  subcontractors. 

(6)         For  what  types  of  work  are  contracts  awarded  to  8(a)  firms?  Please  rank  these  by  types 
of  contracts  by  dollar  volume. 


Response: 


The  top  ten  categories  of  8(a)  contract  awards  and  related  total  dollar  values  are 
included  in  the  attached  Table.    (See  Attachment  A) 


(7)         One  of  the  complaints  I've  received  about  the  program  is  that  for  smaller  federal 

contraas  existing  rules  put  8(a)  firms  at  a  disadvantage  as  compared  with  non-8(a)  firms. 
It  seems  that  for  government  contraas  under  $2,500,  non-8(a)  firms  are  permitted  to 
quote  their  standard  rates  used  for  the  private  sector  that  exclude  prevailing  wages  and 
benefits.    In  contrast,  8(a)  firms  are  required  to  pay  prevailing  wages  plus  benefits 
regardless  to  the  size  of  the  contract.    Is  this  true,  and,  if  so,  does  the  Administration 
propose  to  remedy  this  imbalance  in  some  way? 


Response: 

Program  Participants  are  not  competitively  disadvantaged  in  costing  their  proposals  with 
respert  to  application  of  general  and  administrative  costs  for  requirements  under  $2,500. 
The  8(a)  program  imposes  no  specific  costing  requirements  upon  Program  Participants 
regardless  of  contracts  or  purchase  order  size.  Provisions  of  the  Service  Contract  and  Davis- 
Bacon  Aas  are  equally  applicable  to  8(a)  and  non-8(a)  awards. 
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Questions  from  Paul  Wellstone: 

(1)         GAO  reviews  of  the  8(a)  program  have  pointed  to  the  problem  of  a  large  number  of  the 
8(a)  contracts  going  to  a  small  number  of  8(a)  firms.    I  am  also  concerned  that  there  is 
no  geographical  balance  to  these  contraa  awards.    How  can  this  be  corrected? 


Response: 


The  MED  Program  has  been  designed  to  provide  business  development 
assistance,  starting  at  the  initial  stage  of  establishing  the  business  through 
program  graduation.    While  the  program  does  not  guarantee  success,  or  even 
that  a  company  will  stay  in  business,  it  does  provide  an  opportunity  for 
minority  business  owners  to  participate  in  Federal  government  contracting 
and  it  provides  all  the  tools  and  resources  necessary  to  develop  and  grow  a 
firm  into  a  viable  business. 

This  is  a  self-marketing  program  -  each  program  participant  is  responsible  for 
marketing  potential  offers  and  obtaining  its  own  contracts.    Consequently, 
those  firms  with  the  most  effertive  marketing  strategies,  the  most  technically 
qualified  personnel,  and  adequate  finances  to  perform  the  work,  generally 
receive  the  majority  of  contraa  opportunities.   The  high  concentration  of 
Federal  agencies,  8(a)  companies,  and  contract  opportunities  all  impact  the 
distribution  of  contracts  within  a  given  region. 

To  enhance  the  geographical  distribution  of  contraas,  the  local  buy 
restriction  has  been  eliminated  and  will  soon  be  published  for  comment  in 
SBA's  revised  regulations.    In  addition,  we  believe  the  MED  Program 
through  enhanced  training  efforts,  will  increase  the  number  of  qualified 
Program  Participants  which  will  provide  government  agencies  with  more 
qualified  firms  to  perform  contracts. 

In  addition,  the  goaling  process  will  be  revised  to  require  agencies  to  include 
goals  for  the  number  of  contracts  and  number  of  different  contractors,  as 
well  as  the  aggregate  dollars. 

Competitive  mix  requirements  will  be  enforced  to  provide  opportunity  for 
contract  distribution  to  a  wider  range  of  qualified  firms. 
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(2)  Native  Americans  have  faced  as  many  economic  problems  in  Minnesota  as  any  minority 
group,  what  type  of  outreach  is  SBA  doing  to  help  Native  Americans  get  into  the  8(a) 
process? 

Response: 

►  SBA  conducts  a  number  of  outreach  efforts  to  assist  Native  Americans  in 
entering  the  8(a)  Program.   In  Minnesota,  our  MinneapoHs  Distria  office 
staff  works  closely  with  the  state's  American  Indian  Chamber  of  Commerce 
and  Small  Business  Development  Centers  to  encourage  the  participation  of 
Native  Americans  in  SBA  programs.    In  addition,  we  have  arranged  for 
individuals  to  receive  assistance  in  preparing  8(a)  applications  from  MBDA's 
Native  American  Development  Center. 

*■  Presently,  the  Minneapolis  8(a)  portfolio  has  41  firms.    Nine  of  these  firms 

are  owned  by  Native  Americans.    In  fiscal  year  1994,  we  have  awarded  16 
8(a)  contracts  of  which  6  went  to  Native  American  firms.    Also,  we  have 
negotiated  five  more  contracts  with  Native  American  firms  and  are  awaiting 
funding. 

►  The  SBA  recently  recruited  for  the  agency's  Assistant  Administrator  for 
Native  American  Affairs  position.   The  incumbent  will  be  responsible  for 
planning,  directing,  and  executing  Native  American  initiatives,  including 
outreach  activities. 

(3)  8(a)  contractors  in  Minnesota  give  me  good  reports  on  SBA 's  efforts  to  help  them  in 
Minnesota.   Do  you  feel  the  bill  that  Senator  Kerry  has  put  together  will  give  SBA  the 
tools  it  needs  to  make  this  program  work  the  way  it  should  work? 

Response: 

The  bill  proposed  by  Senator  Kerry  does  provide  SBA  certain  tools  to  better  manage  and 
administer  the  8(a)  Program.    We  are  in  general  agreement  with  the  majority  of  the  bill's 
proposals.    However,  the  SBA  MED  Program  proposal  provides  additional  tools  to 
enhance  the  program.    These  tools  include  a  revision  to  the  goaling  process  that  will 
require  agencies  to  include  goals  for  the  number  of  contract  awards  and  the  number  of 
different  contraaors  in  addition  to  dollar  goals.   This  will  provide  increased  contracting 
opportunities  for  a  longer  number  of  8(a)  participants.    The  MED  Program  also  provides 
recommendations  for  equity  financing  and  a  guarantee  loan  program  for  credit  lines, 
contract  receivable  financing  and  working  capital  loans. 

(4)  Do  you  feel  the  graduation  process  in  the  Kerry  bill  will  push  some  firms  out  of  the  8(a) 
program  that  still  need  the  help  this  program  gives  them? 

Response: 

►  It  does  not  appear  that  the  Kerry  bill  amends  the  graduation  process. 
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Questions  from  Senator  Larry  Pressler: 


(1)        How  does  the  SBA  's  proposed  MED  Program  address  such  fraud  problems  as  "front 
companies?" 


Response: 


The  type  of  information  and  documentation  that  business  concerns  are 
currently  required  to  submit  as  a  part  of  their  apphcation  for  8(a) 
certification  is  designed  to  protect  the  integrity  of  the  program  by  screening 
out  "front  companies."    The  proposed  delegation  of  application  processing  to 
our  field  offices  will  still  include  a  comprehensive  review.    This  review  will 
include  Program  staff,  District  Counsel,  and  the  District  Direaors.    In  cases 
where  specific  8(a)  eligibility  training  is  required,  this  will  be  provided  by 
Headquarters.    Delegation  to  a  designated  district  office  will  not  be  approved 
until  the  staff  is  fully  trained  and  capable  of  performing  thorough, 
professional  reviews. 

The  proposed  MED  Program  also  requires  one  field  visit  and  interview  by 
MED  Business  Opportunity  Specialist  (BOS)  of  each  applicant  firm.  This  will 
help  to  reduce  the  possibility  of  a  front  company  being  admitted  into  the 
Program. 


(2)        From  the  MED  Program  outline  issued  on  fuly  21,  1994,  it  appears  the  new  program 

will  focus  a  great  deal  more  of  its  efforts  on  the  business  development  of  8(a)  firms.   For 
instance,  phases  I  and  II  of  the  program  are  dedicated  to  providing  technical  assistance  to 
businesses  that  have  been  operating  for  less  than  two  years.    Such  technical  assistance  is 
expected  to  be  provided  by  the  Service  Corps  of  Retired  Executives  (SCORE),  Small 
Business  Development  Centers  (SBDCs),  Small  Business  Institutes  (SBIs),  and  SBA 's 
Government  Contracting  Program.   Although  I  agree  equipping  fledgling  entrepreneurs 
with  basic  business  skills  is  important  to  minority  business  development,  I  am  concerned 
with  the  SBA's  plan  for  achieving  this  goal-especially  considering  the  fact  that  the 
Administration  attempted  to  shrink,  if  not  completely  cut,  the  budgets  of  most  of  these 
business  development  programs. 

►  How  do  you  expect  these  already  overworked  and  underfinanced  programs  to 
fulfill  the  significant  new  burden  of  providing  business  assistance  to  developing 
minority  firms  of  the  8(a)  program? 

►  What,  if  any,  incentives  do  you  plan  to  use  to  encourage  "universities, 
community  colleges,  trade  associations,  and  other  private  institutions  "  to  provide 
business  assistance? 
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Response: 


Despite  budgetary  cuts  in  SBA  business  development  programs,  we  will  develop  and 
implement  strategies  and  plans  to  ensure  the  continued  provision  of  specialized  assistance. 
Our  programs  will  address  the  developmental  needs  of  8(a)  firms,  as  well  as  those  of  other 
SBA  clients,  without  compromising  service  quality  or  availabiHty. 

As  the  private  and  pubhc  seaors  face  widespread  budget  cuts  and  staff  reductions,  SBA 
recognizes  the  need  to  leverage  resources  to  improve  customer  service  and  provide 
additional  training  opportunities.  By  establishing  formal  pubhc/private  partnerships^witE 
entities  sharing  our  goals  and  interests,  all  participants  will  facihtate  their  customers'  access 
to  a  broader  array  of  resources.   A  major  incentive  for  others  to  join  SBA  in  resource- 
sharing  arrangements  (e.g.,  co-sponsorships,   provision  of  technical  support,  donation  of 
staff,  etc.)  will  be  the  expectation  of  deUvering  quality  services  in  a  more  cost-effective  and 
efficient  manner.    Also,  we  plan  to  bettei*  coordinate  the  resources  that  are  developed  by 
other  Federal/state  and  local  agencies  to  support  our  MED  initiatives.   We  will  also  better 
utilize  our  7Q)  Program  funding  to  support  executive  development  programs  at  select 
universities  similar  to  existing  programs  at  Dartmouth's  Tuck  School  and  Clark  -Atlanta 
University. 


(3)        I  am  pleased  Senator  Kerry's  proposal  and  the  MED  Program  proposal  both  address  the 
need  to  use  the  'total  estimated  value"  of  Ind^nite  Delivery /Indefinite  Quantity 
(ID/IQ)  contracts  for  their  competitiveness  threshold    I  am  concerned,  however, 
procuring  agencies  may  make  low  estimates  and  continue  to  avoid  competition  for  the 
sake  of  convenience    How  does  the  SBA  intend  to  verify  agencies  are  using  an  accurate 
estimate  of  the  total  contract  value? 


Response: 


We  believe  it  is  the  responsibility  of  each  federal  agency  head  to  monitor  the 
integrity  of  those  individuals  responsible  for  carrying  out  the  Federal 
procurement  process.    The  entire  Federal  contracting  community  has  a 
responsibility  to  ensure  and  maintain  the  integrity  of  the  Government's 
procurement  process.    SBA  does  not  have  the  resources  or  the  staff  to 
implement  a  government-wide  integrity  compliance  program. 

The  ID/IQ  contract  is  not  a  SBA  invention.   It  is  a  standard  contraa  type  in 
which  all  warranted  contracting  officers  should   have  expertise. 

It  is  important  to  note  that  8(a)  contraaing  is  no  different  from  any  other 
Federal  procurement  process  -  Federal  Acquisition  Regulations  standards  still 
apply. 
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►  To  assist  in  determining  whether  an  agency's  estimate  is  accurate,  the  SBA 
will  request  the  inclusion  of  the  agency's  funding  documents  for  each  ID/IQ 
offer  and  will  track  actual  award  dollars  through  a  review  of  Federal 
Procurement  Data  Center  information. 

(4)        As  I  understand  it,  one  of  the  goals  of  the  SBA  MED  proposal  is  to  increase  competition 
so  graduates  of  the  8(a)  program  are  more  accustomed  to  free  market  competition  for 
contracts.    Despite  this,  the  SBA  proposes  changing  the  current  sole-source  ceiling  from  $3 
million  for  service  contracts  and  $5  million  for  manufacturing  contracts  to  $7  million 
and  $10  million,  respectively. 

Would  not  such  a  change  in  the  sole-source  ceiling  destroy  competition 
opportunities? 

I  am  equally  concerned  with  the  SBA 's  proposal  to  include  a  waiver  of  these 
ceilings  for  firms  located  in  Empowerment  Zones,  Indian  reservations,  and  other 
area  of  high  unemployment.    Why  should  these  firms  lose  the  experience  of 
contract  competition? 

►  To  the  contrary,  an  increase  in  the  sole  source  thresholds  would  not  destroy 
competitive  opportunities,  but  rather  increase  the  number  of  8(a) 
requirements  offered  to  the  Program. 

►  With  a  proposed  government-wide  SDB  Program  and  8(a)  competitions,  an 
increase  in  the  sole  source  ceilings  should  provide  incentive  for  procuring 
agencies  to  continue  to  reserve  requirements  for  8(a)  sole  source  contracting. 

►  To  provide  enhanced  employment  opportunities,  we  believe  it  is  necessary  to 
waive  the  ceiling  for  sole  source  offers,  for  those  firms  located  in 
empowerment  zones,  Indian  reservations,  and  other  areas  of  high 
employment. 

►  This  does  not  preclude  these  entities  from  participating  in  competitive 
procurement. 

►  This  provision  is  consistent  with  DOD's  proposed  program  to  award 
manufacturing  contracts  through  the  8(a)  Program  to  enhance  employment 
opportunities  in  depressed  areas. 


15 


66 


(5)         How  do  the  SBA  MED  Program  proposal  and  the  Kerry  bill  address  the  disproportionate 
distribution  of  awards  and  contract  dollars  among  very  few  8(a)  firms?' 


Response: 

The  MED  Program  Proposal  includes  the  following  to  address  the  disproportionate 
distribution  of  awards  of  contract  dollars  among  very  few  8(a)  firms: 

►  Elimination  of  the  local/national  buy  restriction.   This  will  allow  all  8(a)  companies 
to  market  Federal  contracting  opportunities  on  a  national  basis  without  local 
jurisdictional  restrictions. 

►  A  change  in  Federal  agency  gcraling  which  now  tracks  only  total  aggregate  dollars 
awarded  to  the  8(a)  Program.    The  proposed  change  would  include  goals  for  the 
number  of  contract  awards  and  the  number  of  different  contractors,  in  addition  to 
the  goal  of  total  dollars. 

►  Encouraging  strategic  alliances  between  experienced  8(a)  firms  and  young, 
developing  8(a)  companies.    These  alUances  will  allow  veteran  firms  to  transfer 
technology,  marketing  skills  and  contracting  experience  to  developing  companies. 
This  relationship  will  provide  the  necessary  training  and  experience  necessary  to 
assist  these  firms  to  better  market  and  perform  Federal  contracts.    Increasing  the 
capability  of  a  broader  base  of  8(a)  firms  will  hopefully  result  in  more  equitable 
distribution  of  8(a)  contract  awards. 

►  Senator  Kerry's  bill  proposes  the  eUmination  of  national/local  buy  and  also  includes 
a  provision  to  empower  SBA  to  satisfy  the  contraa  support  levels  identified  by 
program  participants.    Although  the  bill  will  empower  SBA,  this  authority  may  not 
have  sufficient  teeth  to  effect  wider  distribution  unless  the  goaling  process  is 
changed  as  cited  under  in  the  SBA  proposal. 
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Attachment  A 


Table  VTII 

Induatriaa  Receiving 

Largest  Amounts  of  8(a)  Contract  Siipport 

Between  October  1,  1992,  and  Septanber  20,  1993 


SIC  Code   Description  Number       $  Amovint 

8711      Engineering  Services  2,686    442,277,277.77 

7379      Computer  Related 

Services,  nee"  1,505     346,018,316.16 

1542      General  Contractors, 

Nonresidential  Construc- 
tion, nee  3,042     331,836,534.36 

7349      Building  Maintenance 
Services,  nee 

8744      Facilities  Support  Services 

1629      Heavy  Construction 

5812      Eating  Places 

73  81      Detective  and  Armored 
Car  Services 

3  571      Electronic  Computers 

8742      Management  Consulting 

Services  473     105,004,178.64 


1,949 

196, 

,781, 

083. 

.74 

614 

184, 

,947, 

695. 

.14 

700 

144, 

,596, 

.686. 

.96 

584 

128, 

,796, 

,003. 

.25 

458 

128, 

,228, 

,171, 

.89 

652 

125 

,588, 

,689 

.09 
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Senator  KJSRRY.  If  we  could  shift  and  bring  the  members  of  the 
next  panel  up.  Dr.  Cheng,  welcome.  We  are  delighted  to  have  you 
here.  You  are  really  an  adjunct  to  the  first  panel,  so  if  we  could 
very  quickly  have  you  tell  us  the  story.  I  do  not  think  we  will  have 
a  lot  of  questions  for  you,  but  we  are  happy  to  have  you  here  today. 

STATEMENT  OF  DR.  RICHARD  T.  CHENG,  PRESIDENT  AND 
CHIEF  EXECUTIVE  OFFICER,  ECI  SYSTEMS  AND  ENGINEER- 
ING CO.,  VIRGINIA  BEACH,  VA 

Dr.  Cheng.  Thank  you,  Mr.  Chairman.  I  am  very  pleased  to  have 
this  opportunity  to  testify.  I  have  a  statement  of  three  pages,  which 
is  too  long  to  read.  I  would  like  to  put  it  in  the  record  and  I  will 
just  briefly  summarize  what  I  wrote. 

Senator  Kerry.  Thank  you. 

Dr.  Cheng.  I  started  a  company  called  Eastern  Companies  in 
1980.  I  founded  that  company  with  my  own  salary  I  made  as  a  pro- 
fessor. I  started  with  one  person  as  a  research  staff  member  and 
we  developed  a  product  that  was  the  first  in  the  world  to  compute 
in  43  different  foreign  languages.  We  exported  our  product  to  Asia 
and  Arabic  countries. 

But  they  were  copied  and  sold,  much  more  than  we  produced,  be- 
cause we  were  undercapitalized  and  we  did  not  have  the  resources 
to  do  marketing  and  produce  products  to  meet  the  demand.  How- 
ever, in  1983  we  participated  in  the  contract  bidding  against  major 
firms  and  we  won  a  multi-million  dollar  contract  that  year  with 
only  five  staff  persons  in  the  company.  We  were  successful  in  per- 
formance and  delivery  of  the  contract,  and  we  still  have  the  con- 
tract, the  same  agency.  They  are  doing  business  with  us  today. 

But  in  1985  we  were  bidding  with  another  agency  on  the  kind 
of  product  that  we  are  very  good  at.  We  were  leading  the  technical 
score,  to  the  best  and  final,  but  we  lost  the  contract  because  the 
firm  was  a  giant  firm.  They  could  provide  the  product  under  the 
costs  for  us  to  buy  the  product.  We  were  disappointed  and  we  need- 
ed some  fair  ways  to  be  in  business,  to  do  business. 

So  friends  of  mine  suggested  we  seek  help  from  the  SBA.  I  went 
to  the  SBA  and  I  was  told  about  the  8(a)  program.  I  applied  and 
within  6,  7  months  we  were  in  the  program.  I  remember  the  first 
day  I  went  to  the  SBA  after  acceptance  into  the  program.  The  offi- 
cial in  the  district  told  me:  The  8(a)  program  does  not  assure  that 
you  will  get  a  contract;  the  Government  will  not  hand  you  any  con- 
tract; you  have  to  market,  obtain  the  contract,  perform,  and  de- 
liver. 

And  I  took  those  words  to  heart  and  worked  very  hard  at  it,  and 
in  1990  our  revenue  was  at  about  $50  million  and  we  employed  at 
our  peak  450  employees.  We  created  quite  a  large  amount  of  job 
opportunity  as  a  result  of  this  program. 

During  those  years  we  received  a  lot  of  advice  and  assistance 
from  SBA,  assistance  such  as  the  7(j)  program,  there  would  be  a 
consultant  sent  by  SBA  to  look  at  our  accounting  procedures,  our 
marketing  plan,  and  so  forth.  And  we  sure  appreciate  that  help,  be- 
cause without  it  I  believe  we  would  not  be  able  to  do  business  as 
well,  we  would  not  be  able  to  create  so  many  jobs  for  so  many  peo- 
ple. 
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I  do  have  some  thoughts  about  the  program  that  were  already 
expressed  this  morning,  such  as  8(a)  competition.  I  agree  that  com- 
petition is  good  in  some  sense.  However,  it  is  a  double-edged  sword. 
For  a  small  company  that  does  not  have  a  lot  of  business  experi- 
ence to  enter  into  competition,  they  will  not  have  very  good  knowl- 
edge in  accounting.  They  will  not  have  a  lot  of  knowledge  in  man- 
aging the  resources  and  scheduling.  Therefore,  often  they  may  bid 
too  low  because  they  are  anxious  to  get  a  contract.  As  a  result,  it 
may  contribute  to  the  failure  of  the  business  if  they  get  a  contract. 

Therefore,  my  personal  feeling  is  that  the  price  competition 
among  8(a)  would  defeat  its  purpose. 

The  second  thought  I  have  is  about  the  manufacturing  segment 
of  the  program.  We  graduated  from  the  service  code  within  4  years 
in  the  8(a)  program  and  5  years  were  left  in  manufacturing.  It  is 
my  own  decision  that  we  pool  all  of  our  resources,  just  about  all 
of  our  resources  and  money  we  earned  from  service  performance 
into  facilities,  equipment,  and  people  to  manufacturing.  We  have 
substantial  manufacturing  capabilities. 

We  are  facing  several  problems.  The  foreign  competition — other 
companies,  the  large  companies,  are  going  overseas  to  make  the 
partial  product.  Even  our  Government  will  buy  at  the  low  cost  to 
go  overseas  even  with  a  buy-American  clause  in  there,  but  some  of 
the  parts  simply  were  not  produced  in  this  country. 

The  second  thing  is  that  the  Government  is  competing  with  busi- 
ness. On  some  occasions  some  Government  agencies  wanted  to  do 
certain  manufacturing  jobs,  but  it  was  taken  by  other  agencies  that 
are  in  the  business  because  they  want  to  keep  their  people  busy. 

Therefore,  I  must  say  that,  although  we  have  a  very  good  track 
record  in  service  performance,  in  the  manufacturing  sector  we  are 
not  able  to  do  anything,  even  when  we  try  very  hard.  And  the  time 
is  ver>'  short.  We  have  only  1  year  left  to  go. 

At  the  same  time  we  developed  a  commercial  product,  and  we  are 
trying  to  launch  that  in  the  near  future.  But  I  feel  the  manufactur- 
ing capabilities  are  very,  very  important,  the  basic  fiber  of  the 
economy  of  this  country.  But  we  do  not  have  enough  support  to 
help  the  segment  to  develop  and  prosper  in  this  country. 

SBA  of  course  has  been  assisting  me  all  along,  but  SBA  is  not 
the  one  that  gives  out  any  contracts.  It  is  other  Government  agen- 
cies and  large  businesses  that  will  give  us  the  business  in  manufac- 
turing. 

Since  my  time  is  very  limited,  I  will  stop  right  here.  I  appreciate 
this  opportunity. 

[The  prepared  statement  of  Dr.  Cheng  follows:! 
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TESTIMONY  SUBMITTED  TO  THE  SENATE  SMALL  BUSINESS  COMMITTEE 

BY 

RICHARD  T.  CHENG,  PH.D. 

AUGUST  9,  1994 

I  came  to  the  United  States  as  a  graduate  student  33  years  ago. 
Before  I  left  Taiwan,  my  intentions  were  to  work  for  a  master's 
degree  and  then  return  home  to  Taiwan.  While  continuing  my 
education  here,  I  fell  in  love  with  this  country  because  of  the 
people  and  the  American  way  of  life.  Therefore,  I  stayed  here, 
brought  my  family  over,  and  pursued  my  teaching  goals,  working  my 
career  through  assistant  to  full  professorship  and  then  eminent 
professorship.  I  also  worked  in  administrative  capacities  as 
chairman  and  dean  in  various  universities. 

In  1980,  I  founded  Eastern  Computers,  Inc.  (ECI)  while  I  was 
teaching  at  Old  Dominion  University  (ODU)  in  Norfolk,  Virginia.  I 
hired  a  graduate  student  I  had  taught  at  ODU  to  conduct  research 
and  development  (R&D)  on  ideas  of  computing  in  native  foreign 
languages.  In  1981,  we  developed  a  product  that  could  be  put  in  a 
micro  computer  and  compute  in  Chinese,  Japanese,  Korean,  Arabic, 
and  so  forth.  We  started  to  produce  these  products  immediately  and 
export  them  overseas.  Due  to  a  lack  of  capital,  we  were  unable  to 
supply  the  demand  or  support  the  marketing  efforts.  Our  products 
were  copied  and  sold  in  Asia  and  the  Arabian  gulf  states  by 
unauthorized  parties. 

However,  because  of  our  capabilities  in  foreign  language  computing, 
in  1983,  with  a  total  of  only  5  employees,  we  competed  and  won  a 
multi-million  dollar  contract,  winning  out  over  the  incumbent  and 
other  U.S.  large  international  companies. 

In  1985,  ECI  participated  in  another  competition  to  bid  for  a  large 
government  contract.  We  were  leading  in  the  technical  scores  when 
we  entered  the  best  and  final  offer  stage.  We  lost  the  bid  because 
the  competitor  was  a  giant  firm  who  could  bid  prices  on  computers 
that  were  below  our  cost  to  buy.  The  government  did  not  save  any 
money  because  our  competitor's  solution  did  not  work.  We  were  very 
disappointed  in  this  loss;  however,  in  talking  with  friends  and 
colleagues,  I  learned  about  the  SEA  8(a)  program.  I  decided  to 
apply  and  was  approved  to  participate  in  the  program  in  August 
1986.  The  SBA  district  officials  in  Richmond  gave  us  much  needed 
and  valuable  advice.  The  most  outstanding  advice  they  provided 
was,  "now  that  you  are  in  the  8(a)  program,  you  must  go  out  and 
market  your  capabilities  just  like  you  would  in  the  commercial 
world.  Your  success  will  be  dependent  upon  your  ability  to  market, 
perform,  and  deliver."  I  took  those  words  to  heart  and  worked  very 
hard  to  market  our  capabilities  and  to  perform  to  the  best  of  our 
abilities  -  always  delivering  on  time.  As  a  result  of  our  efforts 
and  performance,  we  were  able  to  retain  our  old  customers  and 
obtain  new  customers  through  "word  of  mouth"  marketing.  We  have 
continued  to  seek  advice  and  administrative  assistance  throughout 
the  years  from  the  SBA  offices. 
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In  1990,  our  company  was  doing  $50  million  in  revenue  and  employed 
about  450  employees.  I  attribute  the  quick  growth  and  success  to 
the  SBA's  valuable  advice,  assistance,  and  their  quick  responses  to 
our  requests  for  assistance.  Without  the  SBA  and  the  8(a)  program, 
ECI  would  not  have  been  able  to  create  employment  for  so  many 
people  in  such  a  short  period  of  time. 

Because  of  our  success,  in  1990,  we  "graduated"  from  the  dollar 
amount  limit  SIC  Codes  within  4  years  of  entering  the  8(a)  program. 
What  remained  were  our  manufacturing  SIC  codes  in  the  8(a)  program. 
Our  revenue  dropped  20%  immediately,  as  did  our  employment,  because 
we  could  not  market  or  provide  services  for  what  we  could  do  best. 

In  the  beginning  of  our  participation  in  the  8(a)  program,  I  had 
decided  to  establish  and  keep  manufacturing  capabilities  in  the 
company,  and  as  a  result,  we  have  invested  almost  all  of  the  money 
we  have  earned  from  past  years  into  facilities,  equipment,  and 
people  in  our  manufacturing  sector.  We  have  also  developed  new  and 
innovative  products  in  the  last  few  years  in  areas  such  as 
telecommunications,  natural  language  and  computer  language  machine 
translation,  and  computer  simulation  systems.  Recently,  we  have 
just  completed  a  new  commercial  product  and  it  will  be  launched  in 
the  commercial  market  in  the  near  future. 

However,  the  manufacturing  business  is  a  very  difficult  one. 
Although  we  have  invested  heavily  in  obtaining  the  very  best 
equipment,  machinery,  and  people,  we  have  not  been  successful  in 
obtaining  government  contracts.   These  are  the  reasons: 

1.  Labor  costs  in  the  U.S.  are  higher  than  those  overseas. 
People  are  going  overseas  to  obtain  jobs.  Even  when  we  want 
to  cut  the  price  and  bid  at  a  loss,  we  still  cannot  compete 
with  our  overseas  competitors. 

2.  The  U.S.  Government  is  competing  with  us.  ECI  has  several 
initiatives  where  government  agencies  would  like  to  have  our 
manufacturing  services  but  were  taken  by  other  government 
agencies  to  do,  presumably  at  a  much  higher  price. 

3.  The  downsizing  of  U.S.  Government  agencies  and  DOD 
cutbacks  have  had  an  enormous  negative  impact  in  the 
manufacturing  business  in  the  U.S. 

4.  Large  firms  are  not  subcontracting  to  small  businesses  as 
mandated  by  DOD. 

We  have  only  one  year  left  in  our  manufacturing  SIC  code.  Although 
we  have  tried  very  hard  to  make  our  manufacturing  business  a 
success,  we  are  concerned  now  that  time  may  not  be  on  our  side. 
With  more  time,  I  am  confident  that  we  can  build  a  solid 
manufacturing  customer  base  and  grow  from  that  point.  Our 
potential  of  continued  success  is  severely  hampered  if  the 
artificially  set  time  limit  is  not  extended. 
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In  summary,  I  would  like  to  make  some  observations  and  suggestions 
based  on  my  personal  and  corporate  experience.  While  there  are 
many  successful  8(a)  companies,  there  are  also  many  unsuccessful 
ones.  I  would  like  to  point  out  some  causes  for  failures  and  what 
measures  can  correct  the  situations: 

1.  When  a  company  graduates  from  a  primary  SIC  code,  those 
companies  are  suddenly  ineligible  to  market  or  do  business  in 
the  areas  that  they  have  been  working  hard  to  develop  and 
market.  The  capabilities  they  have  developed  in  the  past 
suddenly  become  useless  to  them.   That,  in  turn,  contributes 

^o  the  downturn  of  revenue,  and,  thus,  cash  flow  problems 
occur  before  these  companies  have  a  chance  to  grow  any  further 
or,  more  realistically  to  stay  in  business. 

2.  8(a)  technical  competition  technology  is  a  good  idea; 
however,  price  competition  is  disastrous  to  small  8(a)  firms 
since  most  small  companies  are  not  experienced  enough  to 
calculate  the  direct  and  indirect  cost.  This  will  cause  the 
winner  to  bid  too  low  which  may  result  in  business  failure. 
In  a  non-cost  competition,  fair  prices  are  negotiated  between 
contracting  officers  and  small  businesses.  This  will  give  a 
successful  business  a  better  chance  to  make  a  fair  profit  and, 
as  a  result,  be  successful.  The  government  will  benefit  in 
the  areas  of  paperwork  reduction,  much  less  time  delays,  fewer 
failed  performance  by  the  low  priced  contractor,  and  will 
avoid  frivolous  protests. 

3.  New  8(a)  participants  are  lacking  experience  in 
management,  marketing,  and  finance.  The  Mentor-Protegee 
relationship  between  new  8(a)  and  grown  8(a)  companies  which 
work  together  will  help  significantly  in  this  regard. 

I  further  suggest  that  the  rigidity  of  the  SIC  code  regulations  be 
eased  so  that  companies  can  continue  to  maintain  their  viability 
while  migrating  into  new  arenas.  As  for  manufacturing  companies, 
while  they  are  the  basic  fiber  of  the  American  economy,  we  have 
lost  too  much  of  it  to  foreign  establishments.  I  strongly  suggest 
our  government  encourage  U.S.  Government  agencies  and  large  U.S. 
firms  to  do  more  business  with  small  domestic  manufacturers  and 
also  give  more  time  and  support  to  8(a)  manufacturing  companies  in 
order  to  give  them  a  chance  to  become  viable  and  competitive  in  the 
manufacturing  business. 

Finally,  I  would  like  to  congratulate  the  SBA  and  the  Congress  for 
a  job  well  done  in  a  program  that  is  most  successful  in  creating 
jobs  through  small  and  disadvantaged  businesses.  Like  everything 
else  in  the  world,  there  are  improvements  to  be  made.  However, 
like  most  small  business  people  such  as  myself,  we  are  very 
grateful  for  the  Congressional  8(a)  Act  and  the  SBA  who  carries  out 
the  mission. 
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Senator  Kerry.  Let  me  just  ask  you  very  quickly.  When  did  you 
enter  in  the  program? 

Dr.  Cheng.  1986. 

Senator  Kerry.  In  1986  you  got  into  the  program. 

Dr.  Cheng.  Yes. 

Senator  Kerry.  And  you  graduated? 

Dr.  Cheng.  In  1990  of  the  service  SIC  code.  That  is  the  dollar 
amount  sensitive  SIC  codes. 

Senator  Kerry.  So  you  were  able  to  expand  outside? 

Dr.  Cheng.  We  still  have  the  so-called  manufacturing  SIC  codes. 
That  means  we  can  do  manufacturing  work. 

Senator  Kerry.  Right.  And  what  has  happened  on  the  service 
side? 

Dr.  Cheng.  On  the  service  side  we  have  no  SIC  code.  We  cannot 
bid  on  those  things. 

Senator  Kerry.  Are  you  doing  service  in  the  private  sector? 

Dr.  Cheng.  Yes,  we  do  competitive  bidding  outside  of  the  8(a) 
program. 

Senator  Kerry.  Is  that  working  for  you? 

Dr.  Cheng.  It  is  working,  yes.  We  are  competitive. 

Senator  Kerry.  Have  you  had  to  raise  capital? 

Dr.  Cheng.  Yes. 

Senator  Kerry.  How  did  you  do  that? 

Dr.  Cheng.  I  am  sorry.  We  did  not  have  to  raise  capital  from  out- 
side. 

Senator  Kerry.  Not  outside. 

Dr.  Cheng.  We  do  not  have  any  long-term  debt  at  all. 

Senator  Kerry.  And  are  you  looking  toward  possibly  having  to 
raise  capital? 

Dr.  Cheng.  For  manufacturing,  yes.  But  the  time  is  so  short  for 
us  now,  we  do  not  know.  Within  one  year  we  do  not  have  time  to 
raise  any  capital. 

For  the  SIC  code  limitation,  when  we  graduate  with  a  certain 
dollar  amount  of  the  contract  we  received,  we  graduate  imme- 
diately following  that.  That  I  think  may  be  something  that  needs 
to  be  looked  into,  because  in  the  past  four  years,  we  learned  a  lot 
about  doing  such  business.  We  are  doing  very  well.  We  perform 
well. 

Senator  Kerry.  Is  there  a  market  for  you  outside  of  your  Govern- 
ment contract? 

Dr.  Cheng.  Yes,  yes. 

Senator  Kerry.  There  is. 

Dr.  Cheng.  But  the  competition  of  course  is  very  strong. 

We  are  facing  giant  companies  and  foreign  competition. 

Senator  Kerry.  That  is  the  nature  of  the  beast. 

Dr.  Cheng.  Yes. 

Senator  Kerry.  You  are  not  alone  in  that  regard. 

Thank  you  very  much.  I  appreciate  your  comments.  We  will  put 
the  full  text  of  your  testimony  in  the  record. 

Dr.  Cheng.  Thank  you  very  much. 

Senator  Kerry.  You  are  really  a  part  of  the  first  panel. 

I  appreciate  very  much  your  taking  the  time  to  be  with  us. 

Dr.  Cheng.  Thank  you. 

Senator  Kerry.  Thank  you. 
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If  I  could  ask  the  members  of  the  second  panel  to  come  forward, 
please.  We  have  Nancy  Archuleta,  the  president  of  MEVATEC, 
Inc.,  of  Huntsville,  AL;  Leroy  Jones,  president  of  Trans-Manage- 
ment Systems  Corp.  of  Washington,  DC,  representing  the  Black 
Presidents'  Roundtable  Association;  Fernando  Galaviz,  president  of 
The  Centech  Group,  Arlington,  VA. 

Ms.  Archuleta,  do  you  want  to  lead  off?  The  full  text  of  your  tes- 
timony will  be  placed  in  the  record  and  if  you  could  summarize  in 
about  three  minutes  we  could  go  to  questions. 

STATEMENT  OF  NANCY  ARCHULETA,  PRESIDENT,  MEVATEC, 
INC.,  HUNTSVILLE,  AL,  REPRESENTING  THE  LATIN  AMER- 
ICAN MANAGEMENT  ASSOCIATION 

Ms.  Archuleta.  I  believe  the  text  that  I  have  this  morning,  Sen- 
ator, will  take  me  about  3  minutes  and  I  would  like  to  go  ahead 
and  use  it  because  it  does  zero  in  on  some  points  that  I  would  like 
to  make. 

I  would  certainly  like  to  thank  you,  Senator  Kerry,  for  your  lead- 
ership in  this,  and  also  to  the  members  of  the  Committee  that  have 
become  a  part  of  it.  I  am  happy  that  Senator  Bumpers  has  agreed 
to  co-sponsor  the  bill.  I  think  that  is  very,  very  important. 

My  name  is  Nancy  Archuleta.  I  am  the  president  and  chief  exec- 
utive officer  of  MEVATEC  Corp.,  a  Hispanic,  woman-owned  firm 
headquartered  in  Huntsville,  AL.  We  are  in  our  6th  year  of  the  sec- 
tion 8(a)  program  and  we  provide  research  and  development,  infor- 
mation technology,  test  and  evaluation,  and  technical  services,  pri- 
marily within  the  Federal  Government  sector. 

I  recently  conducted  a  briefing  at  the  Pentagon  and  the  people 
I  was  briefing  stood  across  the  table  from  me  and  said:  "My  gosh, 
you  are  high  tech."  They  did  not  expect  that. 

We  have  225  employees,  with  118  of  those  located  in  Huntsville. 
We  have  offices  in  Albuquerque  and  Las  Cruces,  NM;  El  Paso,  TX; 
Alexandria,  VA;  Denver,  CO;  Fort  Wachuca,  AR,  and  Vicksburg, 
MS.  We  also  have  client  customer  bases  in  Raleigh,  NC,  and 
Miami,  FL. 

I  am  also  a  board  member  and  serve  on  the  legislative  committee 
of  the  Latin  American  Management  Association,  LAMA,  which, 
since  1973,  has  been  promoting  the  advancement  of  Hispanic  and 
minority  enterprises  throughout  the  country.  LAMA  is  one  of  the 
founding  members  of  the  Minority  Business  Association's  legisla- 
tive coalition.  In  addition  to  LAMA,  the  coalition  is  comprised  of  12 
trade  associations,  which  are  all  included  in  this  report. 

It  is  very  important  that  the  coalition  be  recognized  because  we 
have  brought  together  companies  and  individuals  of  diverse  back- 
grounds. We  have  been  able  to  establish  a  coalition  that  addresses 
and  sets  aside  the  obstacles  normally  associated  with  organizations 
that  are  of  a  multicultural  and  multiethnic  background. 

This  coalition  was  formed  in  1993  in  order  for  the  trade  associa- 
tions representing  minority  businesses  to  share  their  collective 
knowledge  and  to  present  a  unified  position  for  streamlining  the 
SBA's  section  8(a)  program.  We  are  extremely  proud  of  the 
progress  the  coalition  has  made  in  developing  a  unified  position 
and  our  efforts  to  present  this  position  to  you  this  morning  and  to 
America. 
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The  coalition  has  prepared  a  written  statement  for  the  record  re- 
flecting our  position  regarding  the  pending  proposals.  Various  pan- 
elists today  will  summarize  certain  aspects  of  the  coalition's  writ- 
ten statement.  We  are  here  with  a  united  request  that  this  Com- 
mittee move  forward  quickly  to  enact  much  needed  changes  to  the 
section  8(a)  program.  There  is  an  urgency,  Senator,  and  I  plead 
with  you,  because  we  have  companies  today  that  in  one  year  could 
make  all  the  difference  in  the  world. 

We  commend  you  for  your  leadership  in  promoting  this  reform. 

Today  I  am  testifying  specifically  on  several  key  issues  affecting 
8(a)  and  minority  small  businesses,  and  these  key  issues  are  issues 
that  my  business  has  faced  at  some  point  and  I  can  speak  to  them. 

The  coalition  strongly  endorses  section  303  of  Senator  Kerry's 
proposal  to  establish  an  agency-wide  Small  and  Disadvantaged 
Business  Program  and  to  increase  the  governmentwide  small  busi- 
ness goals  from  20  to  25  percent.  Agencies  should  also  be  encour- 
aged to  exceed  the  recommended  goals.  Without  this  clarification, 
agencies  now  implementing  small  business  and  SDB  goals  above 
the  stated  minimums  may  view  any  new  legislation  as  an  oppor- 
tunity to  reduce  their  current  goals  to  bring  them  in  line  with  the 
Government  standard. 

However,  given  the  agency-wide  SDB  program,  we  believe  a  pro- 
vision should  be  added  to  eliminate  formal  competition  from  the 
8(a)  program.  As  Mr.  Jones  will  testify,  we  believe  that  informal 
technical  competitions  are  more  appropriate  to  achieve  the  busi- 
ness development  goals  of  the  section  8(a)  program.  Formal  8(a) 
competitions  will  be  unnecessary,  given  an  agency-wide  SDB  pro- 
gram. 

Moreover,  the  competitive  business  mix  requirement  will  ensure 
that  8(a)  program  participants  do  not  unduly  rely  on  8(a)  contracts. 

There  is  a  deep  concern  here  because  we  have  limited  bid  and 
proposal  dollars  and  it  costs  bid  and  proposal  dollars  to  compete  in 
the  8(a)  program  or  to  compete  full  and  open.  Therefore,  we  are 
very  concerned  that  we  have  to  meet  those  competitive  mix  goals — 
not  the  competitive,  but  bidding  within  the  8(a)  competitive. 

For  purposes  of  the  section  8(a)  program's  competitive  business 
mix  requirements,  the  proposed  Kerry  bill  as  well  as  H.R.  2662 
would  expand  the  definition  of  "competitive  contracts"  to  include 
8(a)  contracts  competitively  awarded.  Therefore,  an  8(a)  firm  would 
be  permitted  to  include  8(a)  competitive  awards  when  calculating 
its  non-8(a)  support  levels  to  determine  whether  it  has  met  its 
business  mix  requirements. 

Obviously,  if  the  8(a)  program  is  returned  to  sole  source  this  pro- 
vision would  only  be  necessary  to  include  current  8(a)  competitive 
awards  as  a  part  of  the  firm's  competitive  business  mix. 

The  proposal  would  allow  8(a)  program  participants  to  team  with 
other  program  participants,  small  concerns,  or  small  businesses  for 
purposes  of  competing  for  bundled  procurements.  This  provision 
would  provide  8(a)  firms  more  contracting  opportunities  and  would 
relax  the  afiiliation  and  control  requirements  of  the  SBA  regula- 
tions, which  ordinarily  would  prohibit  such  teaming  relationships. 
In  addition,  the  provision  would  limit  large  business  participation 
in  the  subcontracting  team  to  no  more  than  25  percent  of  participa- 
tion of  the  anticipated  total  value  of  the  contract. 
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The  coalition  supports  this  proposal,  but  recommends  that  large 
business  participation  be  permissible  up  to  50  percent  of  the  antici- 
pated total  value  of  the  contract.  Absent  this  change,  the  coalition 
is  concerned  that  these  teams  will  be  unable  to  successfully  com- 
pete for  the  bundled  procurement,  and  this  is  exactly  what  we  are 
told  by  those  contracting  agencies. 

An  issue  which  is  of  critical  importance  to  all  small  and  minority 
small  businesses  is  access  to  credit  and  capital.  We  believe  a  sec- 
tion 8(a)  firm's  ability  to  assess  credit  and  capital  is  directly  related 
to  its  survival.  Currently  the  section  8(a)  program  imposes  unduly 
harsh  restrictions  on  section  8(a)  firms  in  its  attempts  to  raise  cap- 
ital and  access  credit. 

These  requirements  must  be  relaxed  to  facilitate  8(a)  firms  in 
raising  equity  or  working  capital  to  operate  their  businesses.  In 
order  to  allow  8(a)  firms  the  ability  to  raise  the  necessary  capital, 
your  proposal  at  section  122  would  permit  section  8(a)  firms  to 
transfer  a  non-controlling  interest  in  the  firm  to  an  8(a)  graduate 
or  to  transfer  ownership  and  control  to  another  individual  who  can 
qualify  as  socially  and  economically  disadvantaged. 

It  appears  that  these  provisions  would  provide  more  opportuni- 
ties for  8(a)  owners  to  raise  much-needed  capital.  However,  we  be- 
lieve the  SBA's  proposal  would  provide  additional  opportunities  for 
access  to  capital.  The  SB  A  proposes  to  allow  8(a)  firms  which  have 
been  in  the  8(a)  program  for  three  years  and  are  in  industries  re- 
quiring a  significant  investment  in  plant  and  equipment  to  access 
equity  capital  by  reducing  ownership  of  the  qualifying  individuals 
to  no  less  than  35  percent  of  the  aggregate  shares  outstanding  so 
long  as  the  largest  single  block  of  shares  maintain  control  of  the 
daily  business  operations  and  continue  to  own  at  least  51  percent 
of  the  outstanding  voting  stock. 

This  moves  to  relax  the  current  restriction  that  prohibits  non- 
8(a)  firms  from  having  more  than  10  percent  ownership  interest  in 
an  8(a)  firm  where  the  firms  are  in  the  same  or  similar  lines  of 
business. 

We  strongly  support  your  proposal  which  would  require  contract- 
ing officers  to  specify  in  solicitations  where  subcontract  participa- 
tion by  small  business  and  small  disadvantaged  businesses  is  re- 
quired, minimum  percentages  of  subcontracting  participation  by 
SDB's  and  small  businesses.  In  addition,  the  proposal  would  re- 
quire that  such  solicitations  assign  significant  weight  to  a  contract 
award  evaluation  factor  which  recognizes  higher  subcontract  par- 
ticipation rates  in  excess  of  minimum  percentages. 

Further,  the  solicitations  would  be  required  to  include  as  an  eval- 
uation factor  the  prime  contractor's  past  performance  in  attaining 
subcontract  participation  goals.  Finally,  the  proposal  would  require 
the  identification  of  subcontractors  in  proposals.  The  awardee 
would  be  required  to  negotiate  participating  goals  reflecting  maxi- 
mum practicable  opportunities  for  SDB's  and  small  businesses. 
Failure  of  the  prospective  awardee  to  negotiate  a  plan  would 
render  it  ineligible  to  receive  the  award. 

Senator,  we  face  this  every  day,  where  our  name  is  used  in  a 
subcontracting  plan  and  we  never  get  a  bit  of  the  work,  and  they 
get  an  approved  plan  and  we  are  left  with  nothing.  There  has  to 
be  some  strong  look  at  that  entire  effort. 
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We  strongly  support  these  provisions  as  necessary  to  encourage 
compliance  with  the  subcontracting  requirements  of  Public  Law 
95-507. 

In  addition,  the  coalition  and  its  individual  members  have  ex- 
pressed concerns  regarding  some  provisions  of  procurement  reform 
that  may  adversely  affect  the  interests  of  small  and  minority  small 
businesses  in  furtherance  of  streamlining.  We  have  written  to  you 
and  Senator  Bumpers  regarding  our  concerns. 

While  we  support  streamlining  the  procurement  process,  it 
should  not  be  at  the  expense  of  small  business.  Rather,  provisions 
like  yours  should  be  enacted  to  strengthen  opportunities. 

Thank  you  again  for  the  opportunity  to  present  LAMA's  views  to 
the  committee.  As  always,  we  are  committed  and  pleased  to  work 
with  this  committee  to  develop  appropriate  language  to  attain  the 
coalition's  common  goals. 

Thank  you. 

[The  prepared  statement  of  Ms.  Archuleta  follows:] 
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TESTIMONY  OF 

THE  LATIN  AMERIC7VN  MANAGEMENT  ASSOCIATION 

BEFORE  THE 

SENATE  COMMITTEE  ON  SMALL  BUSINESS 

AUGUST  9,  1994 

Good  morning  Chairman  Bumpers,  Senator  Kerry  and  members  of 
the  Committee.   I  very  much  appreciate  the  opportunity  to  appear 
before  this  Committee  today  to  discuss  the  draft  bill  proposed 
by  Senator  John  F.  Kerry  and  the  SBA's  proposed  new  Minority 
Enterprise  Development  Program. 

My  name  is  Nancy  Archuleta  and  I  am  the  President  of  MEVATECH, 
a  Hispanic,  woman-owned  firm  headquartered  in  Huntsville,  Alabama. 
MEVATECH  is  in  its  sixth  year  of  the  Section  8(a)  program  and 
provides  research  and  development,  information  technology,  test  and 
evaluation,  and  technical  services,  primarily  to  the  Federal 
government. 

MEVATECH  has  225  employees,  with  118  in  Huntsville.  We  also 
have  offices  in  Albuquerque,  Las  Cruces,  El  Paso,  Texas, 
Alexandria,  Virginia,  Denver,  Fort  Wachuca,  Arizona,  and  Vicksburg, 
Mississippi.  In  addition,  MEVATECH  has  customers  in  Raleigh,  North 
Carolina  and  Miami,  Florida. 

I  am  also  a  Board  member  and  serve  on  the  Legislative 
Committee  of  the  Latin  American  Management  Association  ("LAMA") , 
which,  since  1973,  has  been  promoting  the  advancement  of  Hispanic 
and  minority  enterprises  throughout  the  country. 

LAMA  is  one  of  the  founding  members  of  the  Minority  Business 
Associations'  Legislative  Coalition  ("Coalition").  In  addition  to 
LAMA,  the  Coalition  is  comprised  of  twelve  trade  associations, 
including  the  Asian-American  Business  Roundtable,  Black  Presidents' 
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Roundtable  Association,  Greater  Los  Angeles  African  American 
Chamber  of  Commerce,  Institute  for  the  National  Business  Council, 
Inc. ,  Laguna  Pueblo  Indian  Reservation,  Latin  American  Management 
Association,  Latin  Business  Association  of  Los  Angeles,  Minority 
Business  Association  of  Northern  Virginia,  Minority  Business 
Enterprise  Legal  Defense  and  Education  Fund,  National  Association 
of  Minority  Businesses,  Native  American  Businesses,  National  Indian 
Business  Association  and  the  U.S.  Hispanic  Chamber  of  Commerce. 

The  Coalition  was  formed  in  early  1993  in  order  for  the  trade 
associations  representing  minority  businesses  to  share  their 
collective  knowledge  and  to  present  a  unified  position  for 
streamlining  the  Small  Business  Administration's  Section  8(a) 
Program  and  for  increasing  minority  business  participation  in  the 
Federal  sector.  We  are  proud  of  the  progress  made  by  the  Coalition 
in  developing  a  unified  position  and  of  our  efforts  to  present  this 
position  to  the  Congress  and  the  SBA. 

The  Coalition  has  prepared  a  written  statement  for  the  record, 
reflecting  our  position  regarding  the  pending  proposals.  Today, 
LAMA  and  three  other  Coalition  members,  BPRA,  NAME  and  NIBA,  have 
been  asked  to  testify.  Each  panelist  will  summarize  certain 
aspects  of  the  Coalition's  written  statement.  We  are  here  today 
with  a  united  request  that  this  Committee  move  forward  quickly  to 
enact  much  needed  changes  to  the  Section  8(a)  program. 

We  commend  Senator  Kerry  for  his  leadership  in  developing 
comprehensive  reform  legislation.  The  Coalition  supports  the 
majority  of  the  provisions  in  his  proposal.  We  also  wish  to  extend 


80 


our  appreciation  to  Senator  Bumpers  for  his  endorsement  of  this 
legislation  and  for  holding  these  hearings.  In  addition,  we 
commend  the  forward  thinking  of  SBA  Administrator  Bowles  and  Deputy 
Administrator  Pulley  in  developing  a  program  to  ease  restrictions 
on  Program  Participants,  streamline  the  program,  increase 
contracting  opportunities  and  increase  access  to  credit  and 
capital. 

Today,  I  am  testifying  specifically  on  several  key  issues 
affecting  8(a)  and  minority  small  businesses. 

The  Coalition  strongly  endorses  Section  303  of  Senator  Kerry's 
proposal  to  establish  an  agency-wide  Small  and  Disadvantaged 
Business  (SOB)  program  and  to  increase  the  government -wide  "small 
business"  goal  from  20%  to  25%,  and  the  SDB  goal  from  5%  to  8%,  in 
light  of  the  expansion  of  the  SDB  contracting  opportunities  agency- 
wide.  Agencies  should  also  be  encouraged  to  exceed  the  recommended 
goals.  Without  this  clarification,  agencies  now  implementing  small 
business  and  SDB  goals  above  the  stated  minimums  may  view  any  new 
legislation  as  an  opportunity  to  reduce  their  current  goals  to 
bring  them  in  line  with  the  "government  standard." 

However,  given  the  agency-wide  SDB  program,  we  believe  a 
provision  should  be  added  to  eliminate  formal  competition  from  the 
8(a)  program.  As  Mr.  Jones  will  testify,  we  believe  that  informal 
technical  competitions  are  more  appropriate  to  achieve  the  business 
development  goals  of  the  Section  8(a)  program.  Formal  8(a) 
competitions  will  be  unnecessary  given  the  agency-wide  SDB  program. 
Moreover,  the  competitive  business  mix  requirement  will  remain  to 
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insure  that  8(a)  program  participants  do  not  unduly  rely  on  8(a) 
contracts. 

For  purposes  of  the  Section  8(a)  program's  competitive 
business  mix  requirements,  the  proposed  Kerry  bill,  as  well  as  H.R. 
2662,  would  expand  the  definition  of  "competitive  contracts"  to 
include  8(a)  contracts  competitively  awarded.  Therefore,  an  8(a) 
firm  would  be  permitted  to  include  8(a)  competitive  awards  when 
calculating  its  non-8 (a)  support  levels  to  determine  whether  it  has 
met  its  business  mix  requirements.  Obviously,  if  the  8(a)  program 
is  returned  to  sole  source,  this  provision  would  only  be  necessary 
to  include  current  8(a)  competitive  awards  as  part  of  a  firm's  non- 
8(a)  competitive  business  mix.  The  Coalition  supports  this 
provision. 

The  proposal  would  allow  8(a)  Program  Participants  to  team 
with  other  Program  Participants,  small  concerns,  or  large 
businesses  for  purposes  of  competing  for  bundled  procurements. 
This  provision  would  provide  8(a)  firms  more  contracting 
opportunities  and  would  relax  the  affiliation  and  control 
requirements  of  the  SBA  regulations,  which  ordinarily  would 
prohibit  such  teaming  relationships. 

In  addition,  the  provision  would  limit  large  business 
participation  in  the  subcontracting  team  to  no  more  than  25%  of 
participation  of  the  anticipated  total  value  of  the  contract. 

The  Coalition  supports  this  proposal  but  recommends  that  large 
business  participation  be  permissible  up  to  50%  of  the  anticipated 
total  value  of  the  contract.   Absent  this  change,  the  Coalition  is 
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concerned  that  these  teams  will  be  unable  to  successfully  compete 
for  the  bundled  procurement. 

An  issue  which  is  of  critical  importance  to  all  small  and 
minority  small  businesses  is  access  to  credit  and  capital.  We 
believe  a  Section  8(a)  firm's  ability  to  access  credit  and  capital 
is  directly  related  to  its  survival.  Currently,  the  Section  8(a) 
program  imposes  unduly  harsh  restrictions  on  a  Section  8(a)  firm 
in  its  attempts  to  raise  capital  and  access  credit.  These 
requirements  must  be  relaxed  to  facilitate  8(a)  firms  in  raising 
equity  or  working  capital  to  operate  their  businesses. 

In  order  to  allow  8(a)  firms  the  ability  to  raise  the 
necessary  equity  capital.  Senator  Kerry's  proposal,  at  Section  122, 
would  permit  Section  8(a)  firms  to  transfer  non-controlling 
interests  in  the  firm  to  an  8(a)  graduate,  or  to  transfer  ownership 
and  control  to  another  individual  who  can  qualify  as  socially  and 
economically  disadvantaged.  It  appears  that  these  provisions  would 
provide  more  opportunities  for  8(a)  owners  to  raise  much  needed 
capital.  However,  we  believe  the  SBA's  proposal  would  provide 
additional  opportunities  for  access  to  capital. 

The  SBA  proposes  to  allow  8(a)  firms  which  have  been  in  the 
8(a)  program  for  three  years  and  are  in  industries  requiring  a 
significant  investment  in  plant  and  equipment,  to  access  equity 
capital  by  reducing  ownership  of  the  "qualifying"  individuals  to 
no  less  than  3  5%  of  the  aggregate  shares  outstanding,  so  long  as 
the  qualifying  individual  or  individuals  continue  to  maintain  the 
largest  single  block  of  shares,  maintain  control  of  the  daily 
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business  operations,  and  continue  to  own  at  least  51%  of  the 
outstanding  voting  stock. 

As  an  additional  option  for  raising  equity  capital,  the  SBA 
proposes  to  allow  non-firms  to  increase  their  investment  in  8(a) 
firms  from  10%  to  20%,  regardless  of  whether  the  firms  are  in  the 
same  or  similar  line  of  business,  so  long  as  the  firms  have 
separate  identities  and  operations.  This  relaxes  the  current 
restriction  that  prohibits  non-8 (a)  firms  from  having  more  than  a 
10%  ownership  interest  in  an  8(a)  firm  where  the  firms  are  in  the 
same  or  similar  line  of  business. 

Further,  SBA  proposes  to  pre-qualify  Phase  III  8(a)  firms  for 
purposes  of  demonstrating  financial  capability  to  perform  on 
contracts  and  to  secure  bank  credit.  SBA  would  also  offer  a  higher 
guaranty  on  revolving  lines  of  credit  to  credit-worthy  8(a)  firms. 
We  support  SBA's  proposals  as  they  offer  8(a)  firms  urgently 
needed  opportunities  to  access  credit  and  capital,  given  the 
current  regulatory  restrictions.  In  fact,  the  SBA  noted  in 
testimony  before  the  House  Small  Business  Committee  in  late  1992 
that  8(a)  firms  must  have  access  to  credit  and  capital  in  order  to 
survive. 

We  also  strongly  support  Senator  Kerry's  proposal,  at  Section 
301,  which  would  require  contracting  officers  to  specify,  in 
solicitations  where  subcontract  participation  by  small  businesses 
and  small  and  disadvantaged  businesses  is  required,  minimum 
percentages  of  subcontracting  participation  by  SDBs  and  small 
businesses.    In  addition,  the  proposal  would  require  that  such 
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solicitations  assign  significant  weight  to  a  contract  award 
evaluation  factor  which  recognizes  higher  subcontract  participation 
rates  in  excess  of  minimum  percentages.  Further,  the  solicitations 
would  be  required  to  include,  as  an  evaluation  factor,  the  prime 
contractor's  past  performance  in  attaining  subcontract 
participation  goals.  Finally,  the  proposal  would  require  the 
identification  of  subcontractors  in  proposals.  The  awardee  would 
be  required  to  negotiate  participating  goals  reflecting  maximum 
practicable  opportunities  for  SDBs  and  small  businesses.  Failure 
of  the  prospective  awardee  to  negotiate  a  plan  would  render  it 
ineligible  to  receive  the  award. 

We  strongly  support  these  provisions  as  necessary  to  encourage 
compliance  with  the  subcontracting  requirements  of  Public  Law  95- 
507.  In  addition,  the  Coalition  and  its  individual  members  have 
expressed  concerns  regarding  some  provisions  of  procurement  reform 
that  may  adversely  affect  the  interests  of  small  and  minority  small 
businesses  in  furtherance  of  streamlining.  We  have  written  to  you, 
Senator  Bumpers,  regarding  our  concerns.  While  we  support 
streamlining  the  procurement  process,  it  should  not  be  at  the 
expense  of  small  business.  Rather,  provisions  like  Senator  Kerry's 
should  be  enacted  to  strengthen  opportunities. 

Thank  you  again  for  the  opportunity  to  present  LAMA's 
views  to  the  Committee.   As  always,  we  are  committed  and  pleased 
to  work  with  this  Committee  to  develop  appropriate  language  to 
attain  the  Coalition's  common  goals. 
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Senator  KERRY.  Thank  you  very  much,  Ms.  Archuleta. 

Let  me  just  ask  everyone.  If  we  can,  I  do  need  your  cooperation 
on  time,  simply  because  we  are  going  to  have  trouble  on  the  back 
end  and  I  want  to  have  time  for  some  questions. 

Mr.  Jones. 

STATEMENT  OF  LEROY  JONES,  PRESIDENT,  TRANS-MANAGE- 
MENT SYSTEMS  CORPORATION,  WASHINGTON,  DC,  REP- 
RESENTING THE  BLACK  PRESIDENTS'  ROUNDTABLE  ASSO- 
CIATION 

Mr.  Jones.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to 
speak  to  the  Committee  today. 

I  am  Leroy  Jones,  president  of  Trans-Management  Systems 
Corp.,  located  in  Washington,  DC.  I  am  here  representing  the 
Black  Presidents'  Roundtable  Association,  an  organization  of  presi- 
dents and  chief  executive  officers  of  businesses  that  work  primarily 
with  the  Government.  BPRA  is  a  member  of  the  Minority  Business 
Association's  Legislative  Coalition  and  fully  supports  the  written 
testimony  and  the  oral  testimony  being  given  by  members  here 
today. 

We  would  like  to  compliment  the  Senator  and  chairman  for  his 
support  and  proposed  legislation.  We  would  also  like  to  extend  our 
compliments  to  the  SBA  for  its  own  separate  proposals  endorsing 
certain  beneficial  8(a)  program  reforms. 

I  would  like  to  address  quite  briefly  a  number  of  portions  of  your 
bill.  Senator  Kerry,  as  well  as  some  of  the  SBA  reform  proposals. 
First,  both  your  bill  and  the  reform  proposals  by  SBA  address  re- 
ducing certain  restrictions  on  adding  additional  standard  industry 
codes.  Presently,  if  a  firm  wishes  to  add  additional  SIC  codes  in  its 
business  plan  it  must  submit  a  written  request  to  the  SBA  along 
with  additional  significant  documentation.  The  required  docu- 
mentation of  such  requests  includes  resumes,  copies  of  contracts, 
and  other  burdensome  and  redundant  evidence. 

We  support  Senator  Kerry's  proposal  because  it  would  eliminate 
unduly  burdensome  regulatory  requirements  of  submitting  paper- 
work to  SBA  and  would  allow  firms  to  in  effect  select  within  reason 
SIC  codes  which  they  are  capable  of  performing  under. 

In  addition,  as  with  all  other  procurements,  the  contracting  offi- 
cer of  a  particular  agency  could  very  well  confirm  whether  a  pro- 
spective 8(a)  awardee  is  responsible  and  capable  of  performing  the 
work  at  hand. 

We  also  support  Senator  Kerry's  and  SBA's  proposals  to  elimi- 
nate Hmitations  on  the  number  of  8(a)  contracts  a  firm  can  receive 
as  long  as  the  firm  is  meeting  its  competitive  business  mix  or  re- 
medial action  plan.  Currently,  such  levels  are  established  by  SBA 
and  to  our  knowledge  there  are  no  specific  guidelines  as  to  the  ap- 
propriate support  level  for  a  firm  other  than  that  the  level  estab- 
lished by  SBA  is  based  upon  its  concept  of  the  firm's  capacity  and 
capability. 

Under  current  regulations,  even  contracts  which  have  been  self- 
marketed  or  for  which  an  8(a)  firm  has  been  selected  after  8(a) 
competition  may  be  disapproved  for  the  firm  if  the  award  is 
deemed  inconsistent  with  the  firm's  approved  8(a)  support  level. 
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Likewise,  we  agree  with  Senator  Kerry's  proposal  and  SBA's  pro- 
posal to  eliminate  8(a)  as  a  party  to  tripartite  8(a)  contracting 
agreements.  Presently  SBA  serves  as  the  prime  contractor  on  8(a) 
contracts,  with  the  8(a)  firm  as  a  subcontractor.  Eliminating  SBA 
from  the  contracting  process  would  reduce  unnecessary  paperwork 
and,  more  importantly,  conserve  SBA's  resources,  which  SBA  could 
put  to  more  productive  use  in  its  business  development  efforts. 

SBA  would  obviously  still  be  involved  in  the  contracting  process 
in  limited  circumstances,  for  example  where  an  8(a)  firm  may  need 
assistance  in  contract  negotiations  or  where  an  8(a)  firm  and  the 
procuring  agency  are  unable  to  reach  agreement  regarding  the 
terms  and  conditions  of  award.  In  addition,  SBA  could  increase  its 
efforts  to  obtain  new  8(a)  contracting  opportunities  for  program 
participants. 

With  respect  to  competition  in  the  section  8(a)  program.  Public 
Law  100-656  mandated  that  all  procurements  reserved  for  the  8(a) 
program  with  awards  above  thresholds  of  $3  million  for  services 
and  $5  million  for  manufacturing  be  competed.  By  injecting  com- 
petition into  the  8(a)  program.  Congress  intended  to  increase  the 
ability  of  firms  to  compete,  particularly  after  graduation  from  the 
8(a)  program. 

This  provision,  plus  the  requirement  of  Public  Law  100-656  that 
a  progressively  increased  amount  of  revenue  be  derived  from  out- 
side of  the  program,  were  intended  to  limit  complete  reliance  on 
sole  source  awards.  Unfortunately,  the  implementation  of  this  re- 
quirement by  SBA  and  procuring  agencies  has  had  an  unintended 
negative  impact  on  minority-owned  small  businesses. 

Contrary  to  the  intentions  of  Congress,  the  competition  required 
by  Public  Law  100-656  has  not  been  expedient  or  efficient.  As  a 
result,  these  competitions  have  been  extremely  time-consuming  and 
expensive  for  both  the  Federal  Government  and  section  8(a)  firms. 
This  in  turn  has  severely  limited  the  growth  potential  of  firms  in 
the  8(a)  program,  as  well  as  the  number  of  sizable  procurements 
that  procuring  agencies  are  willing  to  set  aside  for  the  program. 

The  solution  to  this  problem  is  twofold.  First,  as  proposed  by 
Senator  Kerry,  the  National  Performance  Review,  the  House  and 
Senate  committees  reviewing  procurement  reform.  Congressmen 
Richardson,  Mfume,  and  78  other  co-sponsors  of  H.R.  2662  and 
SBA,  each  civilian  agency  should  be  permitted  to  establish  its  own 
SDB  competitions.  This  concept  will  create  additional  pools  for  8(a) 
companies  and  SDB's  to  develop  competitive  proposals  and  increase 
their  ability  to  win  competitive  awards. 

At  the  same  time,  the  creation  of  an  agency-wide  SDB  program 
will  eliminate  the  need  for  intervention  by  SBA,  thereby  streamlin- 
ing the  process. 

Secondly,  creation  of  an  agency-wide  SDB  program  eliminates 
the  need  for  competition  within  the  8(a)  program.  If  a  procuring 
agency  wishes  to  compete  a  contract  among  eligible  SDB's,  it  will 
have  the  ability  to  conduct  such  competition  without  the  8(a)  pro- 
gram. 

The  SBA  has  stated  its  desire  to  divert  its  resources  away  from 
execution  of  8(a)  contracts  and  modifications  and  to  focus  more  on 
business  development  for  firms  in  its  portfolio.  Eliminating  com- 
petition from  the  8(a)  program  will  free  valuable  resources  for  SBA. 
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In  addition;  eliminating  competitive  thresholds  will  free  scarce 
resources  of  the  section  8(a)  firms.  Currently  firms  competing  are 
required  to  expend  significant  time  and  dollars  in  order  to  under- 
take these  types  of  procurements. 

In  summary,  Mr.  Chairman,  I  would  like  to  indicate  that  the  coa- 
lition believes  that  this  proposal  is  consistent  with  streamlining  the 
overall  procurement  process,  as  well  as  the  section  8(a)  program 
and  should  be  included  in  any  legislation  to  be  enacted. 

I  would  like  to  thank  you  for  the  opportunity  to  appear  before 
the  committee. 

[The  prepared  statement  of  Mr.  Jones  follows:] 
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TUTZXOKX  OF  fcBtOI  JOKM 
or  TXS  BX.ACK  raUZOani*  BOOllDClkBLI  AStOCZATZOa 


•SATB  COMMZmi  0«  nOXX  BUSZIISSS 
AOaUST  •,  ltt4 

Ibank  you.  Chairman  BujqfMrs,  Senator  Karry  and  naabars  of  tha 
Ssall  Buainaaa  Committaa  for  tha  opportunity  to  appear  bafora  you 
today. 

My  nana  Is  Leroy  Jonas,  and  I  aa  tha  Prasidant  of  Trans- 
Nanagaaaant  Systass  Corporation,  a  aanagaaant  aarvicaa  fin  locatad 
in  Washington,  D.C.  My  flr«  is  In  Ita  fifth  yaar  of  8(a)  program 
participation.  Trana-Managamant  has  «S  aqployaas  in  tha  D.C. 
Matropolitan  araa  and  ravanuas  of  approxlmataly  $3  Billion. 

I  aa  also  tha  chairman  of  tha  Grovammant  Relations  Committaa 
of  tha  BlacX  Presidents'  Roundtabla  Association  ("bpra"),  a  non- 
profit organization  estahlishad  in  1979.  BPRA  is  comprised  of 
Black  Prasidants  and  Chief  Bxacutiva  Officers  from  businesses 
primarily  doing  business  with  the  Federal  government. 

BPRA  is  a  member  of  the  Minority  Business  Associations* 
Legislative  Coalition  ("Coalition")  with  the  other  panelists  and 
ooncurs  in  the  Coalition's  written  statement  and  in  the  testimony 
Of  MIBA,  LAMA  and  NAMB. 

BPRA  too  applauds  Senator  Kerry  for  his  leadership  in 
developing  comprehensive  reform  legislation.  The  Coalition  also 
thaiycs  Senator  Bumpers  for  his  endorsesMnt  of  this  legislation  and 
for  holding  these  hearings.  In  addition,  ve  commend  the  SBA  for 
its  separate  proposal  endorsing  beneficial  8(a)  procxirament  reform 
measures. 
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My  tastlBony  will  «ddr««s  thomm  portions  of  8«nator  K«rry*s 
r«fora  propoaml  and  tha  SBA's  pr^oaal  involving  Saction  8(a)  and 
SOB  sat-aaidaa,  Saotion  8(a)  aupport  lavala,  and  tha  raaoval  of 
unnaoaaaary  ragulatory  proviaiona  and  raductiona  in  paparvork,  all 
of  which  sarioualy  iapact  Saction  8(a)  firaa. 

Both  proppaals  aaaa  tha  currant  raatrictiona  on  adding 
additional  Standard  Industry  Claaaificationa  (SIC)  Codas  to  a 
Saction  8(a)  fira's  buainass  plan,  undar  tha  cxirrant  systaa,  if 
an  8(a)  fira  vishas  to  add  additional  SIC  codas  to  its  businass 
plan,  it  Bust  subait  a  writtan  raquaat  to  tha  SBA  in  tha  form  of 
an  plication,  daaonstrating  that  tha  firs  haa  tha  capacity  and 
capabilities  to  parfora  undar  tha  raquastad  sic  codes  and  that  tha 
SIC  codes  are  a  logical  business  prograaaion  for  tha  fira.  The 
required  docuaentation  in  sui^port  of  such  a  request  includes 
resoaes,  copies  of  contracts,  and  other  burdensoae  and  redundant 
evidence. 

We  support  Senator  Kerry's  proposal  because  it  would  eliainate 
the  unduly  burdensoae  regulatory  requireaent  of  subaitting 
extensive  paperwork  to  the  SBA  by  allowing  tha  8(a)  fira  itself  to 
•elect,  within  reaaon,  tha  SIC  codes  under  which  it  is  capable  of 
parforaing.  In  addition,  as  with  all  other  procureakents,  the 
OQRtracting  officer  for  the  particular  8(a)  procureaent  would 
oanfira  whether  a  prospective  8  (a)  awardaa  is  responsible  and 
o^pable  of  parforaing  under  the  SIC  code  designated  for  the 
procureaent,  without  SBA's  involveaent. 
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«•  alsQ  support  S«nator  Karry'a  and  SBA's  proposal  to 

•llainata  tha  llaitations  on  tha  nuabar  of  8(a)  contracts  a  firm 

eaa  raeaiva  as  long  as  tha  f  Ira  is  aaatlng  its  coapatitlva  businass 

■Ix  or  raaadial  adtlon  plan  raqulraaants .  Currantly,  8(a)  airport 

lavals  ara  astabllshad  annually  by  SBA  and  craata  a  calling  on  tha 

aaount  of  8(a)  ravanuas  a  flra  can  raeaiva  in  any  ona  yaar.  To  our 

knowladga,  thara  ara  no  spacific  guidalinaa  as  to  tha  appropriata 

support  laval  for  a  firm  othar  than  that  tha  laval  establiahad  by 

SBA  is  basad  upon  its  concapt  of  tha  firm's  capacity  and 

capability.  Under  currant  ragulations,  avan  contracta  which  hava 

baan  salf-marXatad  or  for  which  an  8(a)  firm  haa  baan  salaotad 

attar  an  8(a)  co^patition  may  ba  disapprovad  for  that  firm  if  award 

Is  inconsiatant  with  tha  firm's  approvad  8(a)  aupport  laval.  Ilia 

currant  ragulatory  raquiramant  unnaoasaarily  limits  a  Saction  8(a) 

firm's  ability  to  obtain  8(a)  contracts  and  to  grow  in  tha 

markatplaca  by  placing  artificial  rastrictions  on  tha  firm  basad 

on  wliat  SBk  may  parcaiva  as  a  firm's  ability  to  grow.  Furthar,  tha 

prevision  is  unnacassary  givan  tha  raquiramant  that  8(a)  firms  muat 

aeiU.ava  cartain  parcentagas  of  thair  salas  outsida  tha  8(a) 

program.   Givan  this  raquiramant,  it  is  unnacassary  to  furthar 

raatrict  a  firm's  eUsility  to  incraasa  its  8(a)  businass  basa. 

Llkawisa,  wa  agraa  with  Sanator  Xarry's  and  tha  SBA's  proposal 
to  aliminata  SBA  as  a  party  to  tha  tripartita  8(a)  contracting 
aqraamant.  Prasantly,  SBA  sarvas  as  tha  prima  contractor  on  8 (a) 
oaattracts,  with  tha  8(a)  firm  as  tha  subcontractor.  Xliminating 
SBA  frca  tha  contracting  procass  would  radoca  unnacassary  paparwork 
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and,  Bor*  Ijaportantly,  would  cons«rv«  SBA's  resources,  vhlch  8BA, 
could  put  to  more  productive  use  in  its  business  development 
efforts. 

SBA  should  still  be  involved  in  the  contracting  process  la 
limited  circuBstances;  for  example,  where  an  8(a)  firm  needs 
aaaistance  in  contract  negotiations  or  irtiere  an  8(a)  firm  and  the 
procuring  agency  are  unable  to  reach  agreement  regarding  the  terms 
and  conditions  of  award.  In  addition,  SBA  should  increase  its 
efforts  to  obtain  new  8(a)  contracting  opportunities  for  program 
participants. 

With  respect  to  competition  in  the  Section  8(a)  Program, 
Miblic  Law  100-656  mandated  that  all  procurements  reserved  for  the 
•(a)  program  with  award  amounts  above  thresholds  of  $3  million  for 
services  and  $5  million  for  manufacturing  be  competed.  By 
injecting  competition  into  the  8(a)  program.  Congress  intended  to 
iztcrease  the  ability  of  8(a)  firms  to  become  cooq^titive, 
particularly  after  graduation  froa  the  8(a)  program.  mis 
prevision,  plus  the  requirement  of  Public  Law  100-6S6  that  a 
progressively  increasing  amount  of  revenues  be  obtained  by  •(a) 
tlxwm  outside  of  the  program,  vera  intended  to  limit  undue  reliance 
en  8(a)  sole-source  awards. 

XMifortunately,  the  implementation  of  this  requirement  by  88A 
and  procuring  agencies  has  had  an  unintended  negative  impact  on 
■iaarity-owned  small  businesses.  Contrary  to  the  intentions  of 
Congress,  the  competitions  required  by  Public  Law  ioo>«56  have  not 
been  "expedited  or  efficient."   As  a  result,  these  competitions 
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bay*  h—n  ttxt^raaAly  ti— -conaimlnq  «nd  wqiMmslve  for  both  th« 
Pttdttral  90V«mB«nt  and  Sactlon  8(«}  firsa.  Thim,  in  turn,  has 
••▼•raly  llmltsd  th«  growth  potantlal  of  f  Iras  In  tha  8  (a)  prograB, 
a«  wall  as  the  nvuDbar  of  slsabla  procuraaanta  that  procuring 
•ganoias  ara  willing  to  aat'-aalda  for  tha  program. 

Tha  solution  to  this  problaa  is  twofold.  First,  as  proposed 
by  Senator  Kerry,  tha  National  Parfocmanca  Review,  the  House  and 
Senate  Coneittees  reviewing  procureaent  refora,  Congressaen 
Ricbardson,  Mfuae  and  the  78  other  coeponsors  of  H.R.  2662  and  8BA, 
each  civilian  agency  should  be  peraitted  to  establish  its  otm  8DB 
eoapetitions.  This  concept  will  create  additional  pools  for  8(a) 
coapanles  and  SDBs  to  develop  caapetitive  proposals  and  increase 
their  ability  to  win  caapetitive  awards.  At  the  saae  tiae, 
creation  of  an  agency-wide  SOB  prograa  will  eliminate  the  need  for 
intervention  by  the  Saall  Business  Adainistration  ("SBA"),  thereby 
streealinlng  the  process. 

Secondly,  creation  of  an  agency-vide  SDB  prograa  eliminates 
ttie  need  for  coapetitlon  within  the  8(a)  prograa.  If  a  procuring 
agency  wishes  to  cospete  a  contract  aaong  eligible  SDBs,  it  will 
have  the  ability  to  conduct  such  a  coapetitlon  without  the  8(a) 
prograa.  The  3BX  has  stated  its  desire  to  divert  its  resources 
aiwey  fron  execution  of  8(a)  contracts  and  aodlflcatlons  and  to 
feeus  aere  on  business  development  for  the  f Iras  In  its  portfolio. 
SHiOnatlng  coapetltlons  from  the  8(a)  prograa  will  free  valuable 
aeeuui.Les  for  the  8BA. 
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in  addition,  •llKlnating  th«  ceiq^tltlv*  ttaraaholds  will  txmm 
•oaroa  rasouroas  of  Xhm  Saotion  8(«}  flnw.  Currantly,  8«otlon 
•  (a)  fins  oo**)«tin9  in  t(«)  eoap«tltiona  aro  roquirad  to  axpand 
significant  tiaa,  affort  and  bid  and  proposal  dollars  to  tba 
pK^>aration  and  sutalssion  of  an  8(a)  caapatitiva  proposal.  Thasa 
rasouroas  can  ba  battar  utilisad  for  SDB  coapatitions  vhieh  will 
assist  tba  Sactlon  8  (a)  f  iras  in  Mating  thalr  coapatitlva  businass 
mix  raquiraaants. 

Proctaring  agancies  would  utiliza  thair  individual  SDB  prograas 
for  aora  foraal  cos^atitions  aaong  aaall  and  disadvantagad 
businassas.  Tba  8 (a)  prograa  would  ba  utilizad  for  lass  foraal/ 
lasa  costly,  coapatitions  aaong  aligibla  Sactlon  8(a)  program 
participants.  For  •xaapl;  currantly,  for  aost  contracts  balow  tba 
coapatitlva  tbrashold,  a  procuring  aganey  will  invita  savaral 
Saotion  8(a)  firas  to  Mka  a  tacbnical  oapabilitias  prasantation. 
Ibaraaftar,  with  SBA»a  approval,  tba  jarocuring  aganey  salacts  ona 
firm  with  whoa  to  nagotiata.  If  tba  fair  aarltat  prica  is  raacbad, 
tba  procuring  aganey  aay  award  diraetly  to  tba  Sactlon  8(a)  prograa 
participant.  Of  coursa,  tba  SBA  would  rataln  tba  rigbt  to 
disapprova  award  to  tba  8(a)  fira  if  tbat  fira  was  not  in 
ooaplianca  with  its  businass  aix  raquiraaants. 

Tba  Coalition  baliavas  tbat  this  proposal  is  consistant  with 
stiraaalining  the  ovarall  procuraaant  procass,  as  wall  as  tba 
Sactlon  8(a)  program,  and  should  ba  includad  in  any  lagislation  to 
ba  anaotad. 

»a  look  forward  to  working  with  this  coaaittaa  toward 
anactaant  of  aaaningful  lagislation. 
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Senator  Kerry.  Thank  you,  Mr.  Jones. 
Mr.  Galaviz. 


STATEMENT  OF  FERNANDO  V.  GALAVIZ,  PRESIDENT,  THE 
CENTECH  GROUP,  INC.,  ARLINGTON,  VA,  REPRESENTING 
THE  NATIONAL  FEDERATION  OF  8(a)  COMPANIES 

Mr.  Galaviz.  Mr.  Chairman,  in  order  to  comply  with  your  re- 
quest I  am  going  to  paraphrase  our  comments  and  hopefully  they 
will  not  be  too  harsh  or  too  bottom  line  due  to  time  constraints. 

I  am  Fernando  Galaviz,  vice  chairman  of  the  National  Federation 
of  8(a)  Companies,  a  nonprofit  organization  in  good  standing,  with 
a  12-member  national  board  and  268  members. 

Mr.  Chairman  and  distinguished  members  of  the  comniittee,  it  is 
necessary  and  critical  that  each  and  every  member  of  this  commit- 
tee be  able  to  answer  a  very  important  question:  How  do  I  as  a  leg- 
islator know  when  a  given  business  in  a  given  industry  is  reason- 
ably viable?  Is  this  information,  Mr.  Chairman,  easily  available  to 
you  and  your  distinguished  colleagues  on  this  committee  and  to  the 
Small  Business  Administration? 

This  information  is  essential  if  members  of  this  committee  and 
Congress  are  to  address  where  the  focus  of  the  use  of  limited  Fed- 
eral Government  resources  should  be  made  in  order  to  assist  those 
8(a)  firms  that  need  the  most  assistance. 

We  fully  support  the  provisions  of  the  proposed  legislation  to  an- 
swer this  very  important  question  through  the  study  that  is  being 
proposed  by  your  bill.  It  is  most  important  to  once  and  for  all,  in 
a  generic  fashion,  to  say  when  is  a  service  small  business  computer 
company  viable,  at  $9  million  revenue,  at  $20  million,  at  $60  mil- 
lion? 

Earlier  today  in  the  exchange  with  the  Small  Business  Adminis- 
tration representatives  the  issue  came  up  about  the  thresholds 
being  increased.  It  has  been  our  experience  over  the  years,  with  all 
due  respect,  that  both  legislators  and  people  at  SBA  do  not  take 
into  account  what  it  takes  to  be  competitive.  They  do  not  realize 
the  kind  of  resources  that,  for  example,  a  computer  company  needs 
in  order  to  be  competitive. 

In  order  to  be  competitive,  you  need  a  proposal  manager,  you 
need  marketing  people,  you  need  research  people,  you  need  special 
consultants  to  help  you  address  a  given  proposal.  On  this  chart — 
I  am  sorry,  you  probably  will  not  be  able  to  see  it — but  basically 
we  show  that  even  for  a  company  with  half  a  million  dollars  of  rev- 
enue there  is  no  way  that  they  can  go  ahead,  taking  their  G  and 
A  and  overhead  and  if  we  do  not  want  them  to  go  to  jail  by  using 
their  direct  resources,  there  is  no  way  that  they  can  go  ahead  and 
fully  compete. 

Even  at  3  million  dollars'  worth  of  revenue,  the  company  cannot 
have  a  full  staff  in  order  to  be  able  to  take  a  share  of  the  market 
and  be  competitive.  Therefore,  Mr.  Chairman,  we  need  to  take  a 
step  back  and  look  at  reality,  what  does  it  take  to  be  a  viable  busi- 
ness in  a  given  industry. 

The  other  comment  that  I  do  not  have  permission  to  say  on  be- 
half of  the  Federation,  but  it  is  a  personal  comment,  is  I  wish  that 
people  would  forget  Wedtech.  You  know,  we  have  lived  with  the 
stigma  over  the  years.  When  General  Electric  or  Martin  Marietta 
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or  all  these  companies  get  into  a  big  problem,  they  do  not  have  that 
thing  facing  them  for  the  rest  of  their  lives. 

Mr.  Chairman,  in  contrast  to  the  late  1960's,  today  in  1994  8(a) 
companies  market  Federal  Government  program  executives  can  tell 
you,  in  almost  every  single  agency,  that  they  basically  have  found 
the  8(a)  program  to  be  useful  to  them,  useful  to  this  Nation,  and 
useful  to  the  companies. 

We  are  proud  in  our  industry  that  we  have  very  competent  com- 
panies that  can  support  and  provide  contract  support  on  very  so- 
phisticated and  complex  projects.  We  also  acknowledge  there  are 
still  the  perceptions  of  the  old  days,  of  the  stigma  that  maybe  it 
is  not  good  to  do  business  with  8(a)  companies. 

Mr.  Chairman,  we  at  the  Federation  are  also  concerned  about  al- 
lowing firms  to  recompete  for  their  contracts.  The  one  question  that 
we  recommend  that  you  provide  the  leadership  is  to  say,  is  the  8(a) 
program  a  small  business  program  or  are  you  now  changing  the 
posture  of  the  8(a)  program  to  be  other  than  small?  I  think  it  is 
important  throughout  this  Nation  to  give  that  some  clarification. 

The  concerns  that  we  have  are  that  resources  should  be  used  to 
help  those  firms  that  have  the  smallest  resources.  Regarding  the 
mentoring  program,  Mr.  Chairman,  we  know  that  the  DOD 
mentoring  program  is  in  place.  NASA  and  EPA  have  a  program. 
And  we  recommend  that  before  SBA  is  allowed  to  establish  a 
mentoring  program,  that  the  DOD  program  be  carefully  analyzed, 
using  that  data  before  we  proceed. 

I  see  that  the  red  light  is  on,  but  let  me  make  just  one  final 
statement.  It  is  important  for  the  committee  to  know  that  today 
you  have  large  8(a)  firms  who  use  small  8(a)  firms  to  subcontract, 
for  the  small  8(a)  firm  to  be  the  prime  and  the  subcontractor  to  be 
the  large  company,  the  large  company  requesting  the  small  compa- 
nies not  to  take  their  normal  G  and  A,  to  just  work  on  a  very  low 
percentage  fee  on  the  subcontracting  portion. 

Now,  the  reason  that  is  being  done  is  because  the  Federal  client 
does  not  want  to  pay  a  premium  for  having  two  firms  where  before 
he  had  one  firm.  Also,  when  you  are  dealing  with  a  competitive  re- 
quirement obviously  the  mature  firm  who  has  had  the  contract  as 
incumbent,  they  know  that  in  order  to  be  price  competitive  they 
need  to  ask  the  small  firm  not  to  take  the  normal  G  and  A. 

Now,  if  a  small  firm  cannot  have  their  own  normal  G  and  A,  then 
the  situation  of  resources  to  build  the  company  becomes  more  criti- 
cal. So  we  urge  you,  Mr.  Chairman,  that  some  very  careful  study 
be  made  regarding  the  proposal  to  allow  firms  that  have  already 
graduated  to  continue  in  the  program  and  also  to  be  careful  how 
the  proposed  mentor  program  is  designed. 

Thank  you. 

[The  prepared  statement  of  Mr.  Galaviz  follows:] 
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COMPANIES  The  National  Federation  of  8(a)  Companli 

A2QO  NA/ilson  Bouleverd  ■  Suite  7CXD  ■  Ariington,  VA    222C33 
Telephone:  [7C33)  525  5818  ■  FAX:  [703)  812-8692 


TESTIMONY  FROM  THE  NATIONAL  FEDERATION  OF  8(A)  COMPANIES  TO  TBE 
SENATE  COMMITTEE  ON  SMALL  BUSINESS  FOR  THE  SENATE  HEARING  ON 
AUGUST  9,  1994.  TESTIMONY  PRESENTED  BY  MR.  0ttNANDO  GALAVE,  VICE 
CHAIRMAN  OF  THE  FEDERATION. 

Good  morning  Chairman  Kerry  and  distinguished  members  of  the  Senate  Committee  on  Small 
Business,  I  am  Fernando  Galaviz,  Vice  Chairman  of  the  National  Federation  of  8(a)  Companies. 
The  Federation  appreciates  the  opportunity  to  provide  testimony  on  Senator  Kerry's  proposed 
"Business  Development  Opportunity  Act  of  1994"  and  the  Small  Business  Administration's  concept 
for  a  new  Minority  Enterprise  Development  (MED)  Program. 

The  Federation  is  a  non-profit  organization  in  good  standing  with  a  12-member  National  Board  and 
268  members.  Mr.  Chairman,  to  provide  you  with  a  perspective  of  our  experience,  we  estimate 
that  in  the  course  of  the  last  four  years  we  have  provided  volunteer  counseling  assistance  to 
approximately  160  firms.  Eighty  percent  of  the  owners  of  these  8(a)  firms  had  been  in  the  8(a) 
program  for  an  average  of  three  years.  Approximately  110  owners  of  these  8(a)  firms  did  not 
have  a  reasonable  working  knowledge  of  the  basic  elements  necessary  to  be  a  Federal  government 
contractor. 

The  Federation  acknowledges  that  the  above  data  is  not  the  result  of  a  scientific,  carefully  recorded 
study,  since  all  of  our  work  is  accomplished  on  a  volunteer  basis.  However,  we  are  comfortable 
that  our  conclusion  is  reasonable.  It  is  an  important  point  to  highlight  because  in  order  for  the  8(a) 
program  to  meet  its  objectives,  there  must  be  a  strong  foundation  of  expertise  by  minority  owners 
if  they  are  to  succeed  in  the  8(a)  program. 

Therefore,  Mr.  Chairman,  we  strongly  urge  that  the  proposal  made  by  SBA  Administrator  Erskine 
Bowles,  "Two  Phase  Entry  Level  Training  Approach,"  be  a  key  element  in  the  restructuring  of 
the  8(a)  program  and  that  it  be  included  in  the  "Business  Development  Opportunity  Act  of  1994* 
proposed  legislation. 

Our  next  point  this  morning,  Mr.  Chairman  and  distinguished  members  of  the  committee,  is  the 
importance  for  each  and  every  member  of  this  committee  to  be  able  to  answer  a  very  important 
question,  "How  do  I  as  a  legislator  know  when  a  given  business  in  a  given  industry  is  reasonably 
viable?"  Is  this  critical  information,  Mr.  Chairman,  easily  available  to  you  and  your  distinguished 
colleagues  in  this  committee?     This  point  is  critical  if  the  Federation  and  members  of  the 
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committee  are  to  address  where  the  focus  should  be  to  assist  those  8(a)  firms  that  need  the  most 
assistance.  We  fiilly  support  the  provisions  of  the  proposed  legislation  to  once  and  for  all  answer 
this  very  important  question  through  the  study  proposed. 

The  1988  legislative  process  elected  to  change  the  program  so  that  "capability  development 
thresholds"  would  not  exceed  $3.0M  for  services  or  $5.0M  for  construction.  You  may  note  that 
I  used  the  words  "capability  development  thresholds"  instead  of  the  traditionally  accepted  term  of 
"sole  source  thresholds."  It  is  the  Federation's  position  that  there  is  a  need  for  this  committee  to 
reinforce  the  concept  that  the  8(a)  program  is  supposed  to  be  a  tool  to  assist  the  development  of 
the  management  and  technical  capabilities  of  minority  small  disadvantaged  businesses.  The  8(a) 
program  is  not  supposed  to  be  a  contracting  program  which  in  many  cases  it  has  come  to  be. 

In  order  to  provide  assistance  to  those  firms  with  the  greatest  needs,  the  Federation  supports  the 
following  elements  of  the  Kerry  bill: 

•  Elimination  of  the  involvement  of  SBA  in  the  contracting  process. 

•  Streamlining  of  the  management  process  of  assigning  SIC  codes. 

•  Elimination  of  the  program  support  process. 

•  Elimination  of  the  local/national  buy  concept. 

•  Expansion  of  the  defmition  of  competitive  contracts  within  the  8(a)  Program's  Competitive 
Business  Mix  to  include  8(a)  competitive  contract  awards  for  the  purpose  of  meeting  the 
non  8(a)  SBA  Business  Mix  Requirements. 

The  Federation  Board  and  Program  Development  Committee  are  very  supportive  of  the  pilot 
programs  at  the  Department  of  Defense,  EPA,  and  NASA  and  the  efforts  by  the  Department  of 
Energy  to  develop  a  Mentor-Protege  program.  We  strongly  urge  that  there  be  a  consideration  by 
you,  Mr.  Chairman,  distinguished  members  of  this  committee,  and  Senator  Sam  Nunn  to  develop 
a  Federal  government-wide  Mentor  Program  after  the  pilot  program  at  DOD  is  completed  and  its 
results  are  carefully  analyzed. 

We  strongly  recommend  that  very  careful  consideration  be  given  to  the  development  of  a  proposed 
program  for  larger  8(a)  firms  to  mentor  smaller  8(a)  firms.  There  is  a  significant  difference 
between  the  general  concept  of  Federal  agency-supported  mentor  programs  and  mentor  programs 
between  8(a)  companies.  And  that  is,  in  particular,  that  the  8(a)  mentor  is  depending  on  the  8(a) 
protege  to  be  a  vehicle  in  which  the  mentor  can  develop  business.  We  strongly  urge  that  before 
any  8(a)  mentor  program  is  developed,  either  by  SBA's  regulatory  efforts  or  by  legislation,  that 
the  following  points  be  taken  into  consideration: 

There  should  be  a  process  to  qualify  the  mentor.  The  mentor  must  show  that  it  has  been 
successful  in  the  operations  of  its  business,  that  it  has  been  able  to  meet  the  competitive  business 
nux  requirements  of  both  8(a)  and  non  8(a)  sales,  and  that  it  has  had  a  reasonable  growth  pattern 
and  not  a  declining  business  pattern. 
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It  would  be  ineffective  and  awkward  for  a  small  8(a)  company  to  be  mentored  by  an  organization 
that  has  not  demonstrated  its  ability  to  succeed  in  the  marke^lace  beyond  the  8(a)  program. 
Further,  it  is  important  not  to  ignore  some  of  the  dynamics  that  are  happening  even  today  in  the 
marketplace  where  mature  8(a)  companies  are  working  with  smaller  8(a)  companies  only  because 
the  mature  company  is  no  longer  eligible  to  receive  an  8(a)  contract  due  to  size  standard  limitations 
or  because  of  graduation  from  the  8(a)  program.  It  is  critical  that  an  8(a)  mentor  program  has 
carefully  drawn  limitations  and  not  become  a  hunting  license  for  the  mentor. 

A  pattern  is  developing  in  the  marketplace  in  which  large  8(a)  companies,  as  incumbents  or  on 
new  8(a)  competitive  contracts,  require  that  the  smaller  8(a)  firms  forego  their  normal  G&A  mark 
up  on  subcontracts  to  the  large  8(a)  firms,  which  results  in  the  small  8(a)  firms  losing  the  critical 
ability  to  earn  the  G&A  revenue  that  they  need  to  further  develop  their  firms.  The  reason  for 
requiring  the  lowering  of  the  G&A  charge  on  the  subcontract,  Mr.  Chairman,  is  because  in  order 
for  the  larger  8(a)  firm  to  remain  on  the  contracts  as  a  subcontractor,  the  Federal  clients  prefer 
not  to  pay  the  premium  of  having  two  companies  on  a  contract  when  previously  there  was  only 
one  company. 

We  strongly  urge  that  SBA  and  this  committee  develop  reasonable  guidelines  to  protect  the  small 
firm.  For  the  record,  Mr.  Chairman,  there  are  large  8(a)  firms  that  have  formal  and  informal 
mentor  programs.  One  is  MAXIMA  chaired  by  Josh  Smith,  and  the  other  is  RJO,  chaired  by  Dick 
Otero,  also  Chairman  of  LAMA. 

The  Federation  board  also  encourages  8(a)  company  owners  who  have  developed  their  businesses 
beyond  30%  of  their  primary  size  standard  code  to  seriously  consider  implementing,  on  a  volunteer 
basis,  a  mentor  program  within  their  company  to  ensure  that  they  set  an  example.  Mr.  Chairman, 
18  months  ago  in  my  company.  The  CENTECH  Group,  Inc.,  we  formalized  a  program  in  which 
any  employee  regardless  of  race,  creed,  color,  national  origin,  sex,  age,  or  disability  after  serving 
in  good  standing  at  the  CENTECH  Group  for  a  period  of  five  years,  can  qualify  for  mentoring  by 
The  CENTECH  Group  in  the  start  of  his  or  her  own  business.  The  CENTECH  Group  will  assist 
the  employee  and  protege  firm  in  the  business  start-up  process  a  volunteer  basis  for  18  months. 
After  the  18  months  it  is  understood  by  both  parties  that  neither  company  will  do  business  with 
the  other.  The  reason  for  this  provision  is  that  I  wanted  to  make  it  clear  that  The  CENTECH 
Group  has  not  established  a  volunteer  mentor  program  for  the  purpose  of  developing  and 
continuing  a  legacy  for  itself  m  the  8(a)  program.  At  this  point,  we  have  two  employees  who  have 
signed  up  for  the  program— Emma  Vento,  who  wants  to  start  a  recruiting  firm,  and  Steve  De 
Veranez,  who  wants  to  start  a  computer  services  firm.  The  CENTECH  Group  does  not  take  any 
equity  position  in  the  new  business.  It  is  reasonable  to  respond  to  the  question  "Why  do  we  have 
this  entrepreneurship  program  at  The  CENTECH  Group?"  The  reason  is  because  at  The 
CENTECH  Group  we  understand  that  even  though  the  company  is  using  its  own  capital  and 
working  with  its  own  resources,  we  acknowledge  that  we  are  using  a  publicly  supported  program 
that  is  important  to  this  nation,  and  this  is  our  way  of  paying  back  for  the  privilege  that  we  have 
enjoyed  as  an  8(a)  of  getting  assistance  in  the  development  of  The  CENTECH  Group. 
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Mr.  Chairman,  compared  to  the  late  1960s,  today  m  1994  8(a)  companies  market  Federal 
government  program  executives,  managers,  and  procurement  officials  who  know  the  8(a)  Program, 
and  who  have  a  high  respect  for  and  appreciation  of  the  accomplishments  which  the  8(a)  Program 
has  made.  This  is  quite  a  dramatic  difference  from  just  15  years  ago,  and  of  course  we  do  not 
want  to  discount  that  there  are  still  lingering  poor  perceptions  of  early  experiences.  But  the  fact 
today  is  that  the  8(a)  community  can  respectfijlly  and  proudly  say  that  its  businesses  can  and  do 
respond  to  complex  and  sophisticated  requirements  with  competence. 

The  8(a)  program  has  matured  and  evolved  to  the  point  that  today,  within  the  8(a)  program,  we 
are  dealing  with  three  different  constituencies  that  often  have  competing  interests.  One 
constituency  is  the  minority  entrepreneurs  who  are  considering  entering  the  8(a)  program,  have 
been  certified,  and/or  have  been  in  the  program  for  two  years. 

In  the  second  constituency  are  the  middle  range  firms  whose  revenues  have  been  above  half  their 
primary  size  standard,  (for  example  a  computer  company  whose  size  standard  is  $18.0M,  and 
which  is  presendy  doing  around  $9.0M  in  annualized  revenue. 

The  third  constituency  is  comprised  of  those  firms  that  have  two  years  remaining  in  the  program, 
are  have  reached  approximately  75%  of  their  primary  size  standard,  or  have  exceeded  their  size 
standard  or,  in  many  cases,  have  exceeded  their  size  standards  by  two  or  three  times  and  which 
are  legally  classified  as  other  than  a  small  business. 

It  is  important  and  critical  that  as  legislators  you  take  this  fact  into  serious  consideration  because 
with  a  limited  amount  of  resources,  with  the  reality  of  the  Federal  government's  budget,  and  with 
available  procurements  decreasing  in  size  and  quantity,  the  question  this  committee  needs  to 
address  for  all  concerned  is,  once  and  for  all,  "Is  the  8(a)  program  a  small  business  program,  or 
is  it  a  small  and  other  than  small  business  program?"  Because  if  the  conrunittee  finally  takes  a 
stand  on  the  clarity  of  this  issue,  it  will  eliminate  frustration  and  false  expectations  within  the 
minority  business  communities  throughout  this  nation. 

To  this  end,  the  Federation  does  not  support,  in  its  present  form,  die  provision  in  the  Business 
Development  Opportunity  Act  of  1994  which  allows  authorizing  a  test  program  to  permit  program 
graduates  under  limited  circumstances  to  re-compete  for  contract  opportunities  which  were 
awarded  to  graduated  firms  while  in  the  8(a)  program. 

If  the  proposed  version  is  implemented  in  practical  terms,  the  9  year  term  becomes  extended  for 
a  select  few,  and  mostly  for  those  firms  which  have  far  exceeded  their  primary  SIC  Code  size 
standard.  In  practical  terms,  over  a  period  of  5  years,  the  present  proposed  language  in  the  bill 
would  allow  75%  of  present  8(a)  contracts  with  base  values  over  $2.0M  to  be  set  aside  for 
program  graduates  as  incumbents  for  which  to  re-compete.  Unless  there  is  a  provision  in  the 
legislation  which  would  require  the  agencies  to  replace  and  make  up  those  dollars  on  new  8(a) 
contracts,  then  the  present  "pipeline"  for  new  8(a)  awards  will  dry  up  in  support  of  graduated  8(a) 
firms  in  fewer  than  7  years. 


The  National  Federation  of  8(a)  Companies  August  9,  1994 

Testimony  for  Senate  Committee  on  Small  Business  Hearing  page  4 


100 


The  Federation  proposes  that  the  focus  should  be  'How  do  we  make  sure  that  more  finns  reach 
their  graduation  date  in  a  stronger  business  position?"  Therefore,  we  support  that  the  legislation 
permit  those  8(a)  finns  that  have  not  achieved  average  sales  equaling  at  least  50%  of  their  size 
standard  dollar  thresholds  in  their  Primary  SIC  code  by  the  end  of  their  seventh  year  of 
participation  in  the  8(a)  Program  be  granted  an  additional  two  years  of  Program  participation, 
beyond  the  standard  nine  years  for  a  total  of  1 1  years  of  Program  participation. 

Mr.  Chairman  and  members  of  the  Senate  Committee  on  Small  Business,  on  behalf  of  the 
Federation  I  want  to  thank  you  for  giving  us  the  opportunity  to  present  our  views. 
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COMPANIES  The  National  Federation  of  8(a)  Connpanlas 


4200  Wilson  Boulevard  ■  Suite  700  ■  Arlington,  VA    22203 
Telephone:  (703)  525-5818  .  FAX:  (703)  81  2-8692 


The  Executive  Committee  of  the  National  Federation  of  8(a)  Companies  (Federation)  has 
reviewed  the  Business  Development  Opportunity  Act  of  1994  as  proposed  by 
Massachusetts  Senator  John  F.  Kerry.  The  Federation  considers  it  an  honor  to  be  granted 
the  opportunity  to  review  and  provide  comments  on  the  staff's  discussion  draft  in 
preparation  for  Senator  Kerry's  legislation. 

SECTION  A 
Elements  Which  Raise  Our  Concern 

The  following  are  elements  of  the  Business  Development  Opportunity  Act  of  1994  as 
proposed  by  Senator  John  F.  Kerry  of  Massachusetts  which  the  Federation  has  specific 
concerns  about: 


1.     Improving  Access  to  Eauitv  for  Program  Graduates 

Encouraging  SBA  to  use  the  waiver  authority  enacted  in  1988  allowing  Program 
graduate  to  sell  a  non-controlling  equity  share  of  the  firm  without  losing  the  right  to 
continue  performance  of  contracts  won  while  in  the  Program; 

Providing  a  Program  Participant  a  right  to  sell  an  equity  interest  in  the  firm  so  long 
as  51%  ownership  and  control  are  maintained. 

Federation's  Proposed  Legislative  Lafvauaae: 

Program  graduates  may  sell  non-controlled  equity  shares  as  long  as  80%  of  the 
proceeds  from  the  sale  are  invested  in  the  business  and  remain  invested  in  the 
business  for  at  least  three  years. 

Federation's  Comments  and  Recommendations 

It  is  important  not  to  disregard  longstanding  concerns  that  some  graduate  firms 
disappear  from  the  landscape  because  their  owners  take  the  assets  gained  through 
the  8(a)  program  and  use  them  in  other  ventures  or  for  personal  purposes.  We 
acknowledge  this  to  be  a  controversial  issue  because  in  America  we  promote  free 
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enterprise  and  an  entrepreneurial-based  market  system,  and  our  members  wish  to 
have  as  much  freedom  as  possible.  In  principle,  the  Federation  supports  actions 
which  seek  to  strengthen  the  further  development  of  graduated  firms. 


2.a  Contract  Award  and  Eligibility  Matters 

Authorizing  a  test  program  to  permit  Program  graduates  under  limited  circumstances 
to  re-compete  for  contract  opportunities  won  while  in  the  Program  (includes 
mandatory  subcontracting  with  small  current  Program  Participants). 

Federation's  Proposed  Leaislatlve  Language: 

The  Federation  proposes  that  8(a)  firms  that  have  not  achieved  average  sales  equal 
to  or  in  excess  of  50%  of  their  size  standard  dollar  thresholds  in  their  Primary  SIC 
Code  by  the  end  of  their  seventh  (7)  year  of  participation  in  the  8(a)  Program  such 
firms  be  offered  two  (2)  additional  years  of  participation  in  the  8(a)  Program,  beyond 
the  standard  nine  (9)  years,  for  a  total  of  eleven  (11)  years  of  Program  participation. 

Federation's  Comments  and  Recommendations 

Throughout  the  federal  government  budgets  have  been  reduced,  opportunities  are 
fewer,  and  competition  is  greater  in  the  SDB  and  8(a)  market.  If  Senator  Kerry's 
proposed  provision  is  implemented,  the  nine  (9)  year  term  becomes  extended  for  a 
select  few,  and  mostly  for  those  firms  which  have  far  exceeded  their  primary  SIC 
Code  size  standard.  In  practical  terms,  over  a  period  of  seven  (7)  years,  the  present 
proposed  language  in  the  Kerry  bill  would  allow  75%  of  8(a)  contracts  with  base 
values  over  $3M  to  be  set  aside  for  program  graduates  as  incumbents  to  recompete 
for.  Unless  there  is  a  provision  in  Senator  Kerry's  legislation  which  would  require 
the  agencies  to  make  up  those  dollars  on  new  8(a)  contracts,  then  the  "pipeline"  for 
new  8(a)  awards  will  dry  up  in  support  of  graduated  firms. 

The  suggestion  of  a  mandatory  provision  that  graduate  firms  may  recompete  as 
subcontractors  to  small  current  program  participants  raises  other  concerns.  The 
provision,  once  made  part  of  the  8(a)  Program  law,  would  guarantee  that  a  small 
8(a)  firm,  which  had  originally  served  as  the  subcontractor  to  another  8(a)  on  a 
contract  may  go  on  to  prime  the  contract  and  subcontract  back  to  the  original  prime 
8(a)  firm  once  that  firm  has  graduated  from  the  Program.  This  strategy  would 
clearly  give  both  firms  an  undisputed  advantage  in  the  long  term  over  other  8(a) 
firms  seeking  to  compete  for  work  under  the  same  contract.  It  is  difficult  for  new 
8(a)  firms  to  compete  with  8(a)  incumbents. 

It  would  be  of  greater  value  to  the  8(a)  community  if  the  objective  of  this  provision 
would  be  to  assfst  the  8(a)  Program  Participants  who,  while  in  the  Program,  were 
not  able  to  successfully  develop  their  management  and  technical  skills.  It  should  not 
be  the  position  of  this  legislation  to  assist  those  firms  which  have  already  proven 
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their  ability  to  manage  an  organization  by  exceeding  the  size  standard  specifications 
for  their  Primary  SIC  Code  within  the  first  seven  (7)  years  of  participation  in  the 
Program.  It  is  important  to  realize  that  the  firms  which  are  promoting  continued 
participation  in  the  8(a)  program  after  graduation  are  firms  that  have  already 
exceeded  1  Vi  times  the  size  standard  threshold  of  their  Primary  SIC  Code. 

2.b  Contract  Award  and  Eliaibilitv  Matters 

Authorizing  a  program  participant  to  "bundle'  the  capabilities  of  a  team  of 
subcontractors  so  as  to  more  effectively  compete  for  the  large,  complex,  and 
diverse  'bundled'  contract  opportunities  that  are  becoming  more  common,  by 
allowing  SBA  to  wave  certain  limitations,  including  level  of  subcontracting. 

Federation's  Proposed  LeQlslative  Language: 

A  Program  participant  may  "bundle"  the  capabilities  of  a  team  of  subcontractors  so 
as  to  more  effectively  compete  for  large,  complex,  and  diverse  "bundled"  contract 
opportunities  by  allowing  SBA  to  wave  certain  limitations,  including  level  of 
subcontracting,  if  the  participation  by  large  non  minority-owned  firms  in  the 
"bundling"  does  not  exceed  15%  of  the  total  value  of  the  bid  price. 

Federation's  Comments  and  Recommendations 

8(a)  firms  that  will  take  advantage  of  this  feature  will  be  firms  that  are 
sophisticated,  competitive,  and  quiet  aggressive.  These  characteristics  would  have 
to  be  present  in  order  for  such  a  configuration  of  companies  to  effectively  compete 
and  perform  on  large,  complex,  and  diverse  management  and  technical 
requirements.  The  waiver  provision  should  support  that  the  majority  of  the 
"bundled"  firms  are  to  be  minority-owned  and  controlled,  otherwise  the  proposed 
provision  would  result  in  non  minority-owned  large  companies  benefiting  from  the 
proposed  SBA  waivers. 


3.     Maintaining  Program  Identity 

Deterring  'front'  companies  from  self-certifying  as  SDBs  by  improving  SBA's 
administration  of  the  Government-wide  'status'  protest  system  and  encouraging  the 
use  of  available  administrative  as  well  as  criminal  remedies  for  those  individuals  or 
firms  found  to  be  engaged  in  a  pattern  of  misrepresentation. 

Federation's  Proposed  Legislative  Language: 

"  Firms  which  are  required  to  comply  with  subcontracting  provisions  will  ensure  that 
all  notifications  provided  to  SDBs  regarding  contracting  opportunities  will  clearly 
establish  the  qualifications  criteria  for  the  work  to  be  performed  by  the  SDB  for  each 
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specific  requirement  in  accordance  with  the  Small  Business  Act  provisions  which 
determine  size  standards  for  each  contract  or  major  task  order  to  be  performed.  At 
the  time  of  proposal  submission,  the  prime  contractor  will  require  SDB  bidders  to 
certify  that  for  the  majority  of  the  work  category  to  be  performed  the  SDB  firm  is 
within  the  SBA  size  standard  threshold. 

The  prime  contractor's  solicitation  will  clearly  identify  the  type  of  work  to  be 
performed,  and  will  identify  which  SBA  size  standard  classification  the  SDB  firm 
must  comply  with  in  order  to  qualify,  and  in  order  for  the  prime  contractor  to  legally 
qualify  the  award  toward  SDB  contract  goals. 

Federation's  Comments  and  Recommendations 

We  strongly  support  addressing  the  issue  of  self-certification  of  SDBs.  However, 
the  Federation  agrees  that  the  provisions  proposed  under  the  Business  Development 
Act  of  1 994  by  Senator  Kerry  of  Massachusetts  lack  the  force  to  fully  eliminate 
misrepresentation. 

Federation  members  have  experienced  inconsistencies  in  the  subcontracting 
arrangements  of  major  primes  with  SDBs.  Some  major  primes  proudly  publish  press 
releases  after  winning  a  contract  which  list  their  claimed  SDB  partners  who  have 
already  exceeded  their  small  business  status.  It  often  happens  that  these  SDBs  had 
long  ago  exceeded  SDB  size  standard  thresholds  for  the  work  which  the  primes  have 
selected  the  firms  to  perform. 

The  position  that  certain  primes  have  taken  is  that  present  regulations  allow  self- 
certification,  and  unless  formal  complaints  are  brought  up,  they  will  not  remedy  their 
inconsistencies.  The  primes'  unlawful  practice  of  taking  credit  for  their  SDB  contract 
goals  with  firms  that  are  no  longer  small  is  widespread.  What  is  important  for  the 
Senate  Small  Business  Committee  to  realize  is  that  98%  of  the  time  when  a  prime 
"invites"  SDB  firms  to  compete  the  prime  selects  the  firms  whom  it  invites  for 
competitive  consideration.  It  is  not  an  open  bidding  process,  nor  is  it  a  level  playing 
field— the  decision  of  who  may  to  compete  is  made  by  the  primes,  unlike 
Government  contracting  contracting  opportunities  which  are  openly  advertised,  and 
in  which  participants  meet  a  certain  size  and  revenue  criteria  in  order  to  qualify  as 
a  small  business  and  be  considered,  and  no  firm  competing  is  at  a  major 
disadvantage  in  terms  of  size  standard. 

It  is  difficult  and  sometimes  impossible  for  firms  to  bring  up  this  issue  during  the  bid 
process  because  of  a  fear  of  being  marginalized  or  simply  not  considered  in  future 
bidding  opportunities  with  that  prime.  The  underlying  politics  with  this  issue  may 
be  described  as  follows  — if  a  SDB  complains  either  formally  or  informally  about  an 
unfair  competition  (the  inclusion  of  large  minority  firms  competing  with  truly  small 
minority  firms),  that  SDB  is  considered  by  the  prime  as  "persona  non  grata."  SDBs 
need  protection  from  the  Federal  Government  with  regards  to  this  issue. 
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SECTION  B 
Elements  Which  Are  Not  Presently  Addressed  in  the  Proposed  Bill 

The  following  am  issues  and  elements  which  are  not  addressed  by  the  Business 
Development  Opportunity  Act  of  1994  as  proposed  by  Senator  John  F.  Kerry  and  which 
the  Federation  strongly  recommends  be  included  in  the  Bill. 


N         1.     Contract  Award  and  Eliaibiiity  Matters 
E 

W  Program  Support  for  8(a)  Program  Participants. 

Federation's  Proposed  Legislative  Lanauaae: 

Eliminate  the  requirement  for  Program  Participants  to  obtain  program  support  from 
SBA  regarding  the  amount  of  business  Participants  can  generate  in  a  given  year. 

Federation's  Comments  and  Recommendations 

The  changes  that  occurred  in  legislation  in  1988  dramatically  transformed  the 
dynamics  of  the  new  breed  of  8(a)  firms  who  were  certified  after  1988.  These 
post- 1988  certified  8(a)  firms  have  experienced  greater  challenges  in  developing 
their  management  and  technical  capability  infrastructures  because  the  competitive 
environment  has  increased  drastically,  and  they  find  themselves  with  less  resources 
due  to  the  higher  cost  of  acquisitions. 

The  SBA  is  not  in  a  position  to  identify  or  select  Program  Participants  for  contract 
awards.  It  is  the  Program  Participant  who  must  succeed  in  winning  contracts.  It 
is  in  the  best  interest  of  ail  parties  for  Participants  to  become  viable  in  as  short  a 
time  as  possible.  The  Participants  who  malce  the  investment  to  become  viable 
should  not  be  hampered  by  outdated  program  support  regulations  which  add  no 
constructive  value  to  the  Participant,  to  the  federal  agencies  awarding  contracts,  or 
to  SBA.  The  program  support  process  would  only  have  value  in  the  1994  market 
conditions  if  the  SBA  were  successful  in  controlling  the  initial  identification  and 
award  of  many  contracts. 

It  is  suggested  that  SBA  management,  by  eliminating  the  8(a)  program  support 
process,  would  not  only  eliminate  considerable  paperwork  requirements,  but  also 
free  up  SBA  staff  hours  which  could  be  used  to  provide  direct  assistance  to  those 
Program  Participants  who  have  not  achieved  a  reasonable  level  of  sophistication  in 
their  business  development  efforts. 
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N        2. a  Improved  Business  Development  Assistance 

E 

W  Federation's  Proposed  Legislative  Language: 

Increase  the  3M  threshold  for  sole  source  awards  to  6M  for  service  contracts  and 
7M  for  manufacturing  contracts. 

Federation's  Comments  and  Recommendations 

In  order  for  firms  to  survive  and  profit  in  today's  competitive  marketplace  they 
require  resources  above  and  beyond  those  which  firms  required  prior  to  the  changes 
in  legislation  in  1988.  The  federal  government  needs  to  help  expedite  the  financial 
growth  and  maturation  of  8(a)  firms.  SBA's  8(a)  program  was  designed  to  serve 
this  important  function  of  assisting  the  development  of  small  firms.  8(a)  companies 
seeic  to  maximize  revenues  and  minimize  acquisition  costs. 

To  be  a  viable  and  successful  competitor  in  the  1990's,  small  firms  must  hire 
experienced  marketing  professionals  and  technical  and  cost  proposal  writers,  they 
must  hire  the  specialists  to  produce  attractive  capabilities  statements  and 
sophisticated  technical  presentations,  and  they  must  lower  their  pricing  to  compete 
with  the  growing  quantity  of  firms  in  the  market.  These  factors  contribute  to  a 
lower  return  of  earnings,  which  in  turn  restrict  or  limit  the  financial  pool  which  is 
needed  to  grow  their  businesses. 

A  considerable  amount  of  discussion  is  ongoing  among  minority  trade  associations 
to  propose  legislation  to  expand  the  DOD  5%  SDB  program  to  all  civilian  agencies 
and  to  restructure  the  8(a)  program  to  be  strictly  a  sole  source  program  — in  other 
words,  to  return  to  Program  design  as  it  was  prior  to  1988.  Even  though  the 
Federation  sees  the  business  wisdom  of  returning  the  8(a)  Program  to  what  it  was 
before  the  1988  changes  in  legislation,  we  acknowledge  that,  politically,  this 
approach  may  not  succeed  in  today's  business  environment. 

It  is  a  fact  that  Program  Participants  need  as  much  sole  source  business  as  possible 
to  build  their  G&A  and  overhead  pools  which  are  the  financial  tools  that  enable  them 
to  afford  the  necessary  corporate  professional  support  to  be  competitive  and  viable. 
Another  factor  to  consider  is  that  federal  government  program  managers  and 
procurement  officers  would  expand  8(a)  awards  if  the  thresholds  were  increased  as 
proposed  by  the  Federation. 
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N        2.b  Improved  Business  Development  Assistance 

E 

W  Federation's  Proposed  Legislative  Lanauaae: 

Encourage  the  realistic  increase  in  the  development  of  minority-owned 
manufacturing  enterprises  by  allowing  Program  Participants,  who,  by  the  end  of  the 
first  quarter  of  their  eighth  (8)  year  in  the  8(a)  Program  can  demonstrate  that  during 
the  previous  two  (2)  years  they  operated  a  manufacturing  facility,  and  who  have  not 
achieved  at  least  50%  of  their  size  standard  SIC  Code  for  manufacturing,  to  be 
granted  a  three  (3)  year  extension  in  the  Program  beyond  the  standard  nine  (3)  years 
for  a  total  of  twelve  (12)  years  of  Program  participation.  The  three  (3)  year 
extension  shall  apply  only  to  manufacturing-type  SIC  Codes. 

Federation's  Comments  and  Recommendations 

It  is  a  fact  that  building  a  strong  business  foundation  for  a  viable  manufacturing  firm 
requires  more  time,  and  more  capital  and  operating  investment  than  it  does  to 
develop  a  winning  services  firm.  A  start-up  manufacturing  firm  must  have  the 
resources  and  support  to  strategically  position  itself  in  business. 
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SECTION  C 
Elements  With  Which  We  Fully  Concur 

The  following  an  the  elements  of  the  Business  Development  OpportunitY  Act  of  1994  as 
proposed  by  Senator  John  F.  Kerry  which  the  Federation  supports  as  presented  in  the 
staff's  discussion  draft  document  of  February  5,  7994: 


1.     General  Proposals 

•        New  tools  to  advance  the  attainment  of  Government  wide   5%   goal  for  the 
participation  of  SDBs  in  Federal  contracting. 

••  Extending  to  the  civilian  agencies  of  the  Federal  Government  the  procurement 
tools  available  to  DOD  since  1 988  (under  the  Section  1 207  Program,  which  was 
reauthorized  in  1992  until  September  30,  2000); 

••  Harnessing  the  intense  competition  for  the  award  of  major  contracts  to  foster 
increase  SDB  subcontract  participation  by  making  use  of  SDBs  as 
subcontractors  and  suppliers  a  very  important  consideration  in  the  solicitation 
and  award  process  for  prime  contracts;  and 

••  Increasing  the  Government-wide  5%  goal  for  participation  of  SDBs  (established 
in  1988  by  P.L.  100-656)  to  8%  (the  percentage  now  statutorily  applicable  to 
contracting  activities  of  NASA  and  EPA). 


2.     Program  Admission 

••  Eliminating  the  duplicative  regional  review  of  applications  to  help  expedite  the 
chronically  slow  Program  application  process; 

••  Forcing  full  implementation  of  the  statutory  waiver  enacted  in  1 990  to  SBA's 
rule  that  a  Program  applicant  must  be  in  business  for  two  years  prior  to  making 
application  (Two  Year  Rule); 

••  Requiring  that  an  applicant  denied  admission  into  the  Program  be  furnished 
specific  reasons  and  be  given  an  opportunity  to  respond. 
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3.     Improved  Business  Development  Assistance 

••  Focusing  the  7(j)  Management  Assistance  Program  on  core  business 
development  skills,  such  as  marketing  and  proposal  development,  and  making 
it  available  exclusively  to  Program  Participants; 

••  Making  another  attempt  to  implement  the  Surety  Bond  Waiver  Test  Program 
enacted  in  1988  as  part  of  PL.  100-656; 


4.  Contract  Award  and  Eligibility  Matters 

••  Accelerating  the  8(a)  contract  award  process  by  allowing  the  Federal  agency 
offering  a  8(a)  contract  opportunity  to  make  award  directly  to  the  Program 
Participant  (but  requires  SBA  to  assist  a  Program  Participant  requesting  help 
during  contract  negotiations  or  contract  performance) 

••  Eliminating  the  requirement  to  obtain  advance  approval  from  SBA  regarding  SIC 
codes  used  by  a  Program  Participant; 

••  Correcting  a  provision  of  P.L.  100-656  which  does  not  permit  a  Program 
Participant  to  count  competitively  won  8(a)  contracts  towards  attaining  its 
competitive  business-mix-requirements; 

5.  Contract  Administration  Improvements 

••  Requiring  expedited  Government  payment  of  invoices  and  progress  payment 
requests  under  8(a)  contracts; 

••  Requiring  expedited  Government  responses  to  questions  arising  during  the 
performance  of  8(a)  contracts; 

••  Making  available  Alternative  Disputes  Resolution  (ADR)  mechanisms  for  disputes 
and  claims  arising  under  8(a)  contracts;  and 


6.     Reducing  Reporting  and  Paperwork  Burdens 

••    Reducing  reporting  burdens  on  Program  Participants. 


The  National  Federation  of  8(a)  Companies  ^^9^  9 

Comments/Recommendations  to  Proposed  'Business  Development  Opportunity  Act  of  1994' 
March  21,  1994 


110 


7.     Increasing  the  Federal  Contract  Participation  of  Small  Businesses 
Generally 

••    Making  the  evaluation  of  subcontract  participation  in  the  awarding  of  major 
prime  contracts,  apply  to  subcontracting  with  all  small  business  concerns; 

••    Increasing  the  Government-wide  goal  for  participation  of  small  businesses 
concerns  generally  in  Federal  contracting,  from  20%  to  25%. 
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C  0  MPANIES  The  National  Federation  of  8(a)  Connpanii 


420O  \A/ilsan  Boulevard  ■  Suite  700  ■Arlington.  VA    22203 
Telephone:  (703)  525-5818  ■  FAX:  (703)  812-6692 


HISTORY  OF  THE  NATIONAL  FEDERATION  OF  8fa)  COMPANIES 


In  the  Fall  of  1985,  a  group  of  9  owners  of  8(a)  companies  wt)o  had  already 
demonstrated  their  ability  to  be  successful  entrepreneurs,  founded  The  National 
Federation  of  8(a)  Companies  in  order  to  advocate  the  continuation  and  expansion  of 
the  8(a)  program,  particularly  in  support  of  initiatives  to  assist  small  and  medium-sized 
8(a)  firms  and  entrepreneurs  who  wanted  to  start  their  8(a)  companies.  The  mission 
jnaertal<en  by  those  initial  founders  was  unique  and  admirable  due  to  the  fact  that 
:hey  were  already  on  their  way  toward  success  and  they  wanted  to  ensure  that  there 
would  be  business  opportunities  for  those  who  were  entering  the  8(a)  program.  The 
group  was  multi-ethnic  and  had  a  diversity  of  business  expertise.  The  National  8(a) 
Federation  developed  to  a  membership  of  426  8(a)  firms. 

From  1986  to  1987,  The  National  Federation  of  8(a)  Companies  held  a  series 
of  training  programs  for  entrepreneurs  and  provided  testimony  and  position  white 
papers  in  Capitol  l-lill.  The  White  House,  The  Office  of  Management  and  Budget,  and 
23  Federal  Agencies.  The  National  Federation  of  8(a)  Companies  participated  and 
made  significant  contributions  at  critical  points  of  the  restructuring  of  the  8(a) 
program,  which  became  law  in  1988,  and  in  the  development  and  implementation  of 
the  Department  of  Defense  5%  SDB  Program. 

From  1989  to  1992.  the  leadership  of  The  National  Federation  of  8fa) 
Companies  supported  the  advocacy  efforts  of  The  Black  Presidents'  Round  Table 
Association  iBPFiA),  The  Minority  Business  Enterprise  Legal  Defense  and  Education 
Fund  (MBELDEF).  The  United  States  Hispanic  Chamber  of  Commerce  (USHCCh  The 
National  Minority  Supplier  Development  Council  (NMSDC),  The  Latin  American 
Management  Association  (LAMA),  The  United  States  Asian  Pacific  Chamber  of 
Commerce  lUSAPCC),  and  The  National  Association  of  Minority  Business  (NAMB). 

It  has  been  the  position  of  The  National  Federation  of  8(a)  Companies' 
leadership  that  minority  businesses  are  limited  in  a  wide  range  of  resources  in  order 
to  be  able  to  support  several  Minority  Trade  Groups  at  one  time,  therefore,  during  the 
period  of  1989  to  1992  the  leadership  of  the  Federation  urged  minority  business 
entrepreneurs  to  support  the  organizations  previously  mentioned  and  for  The  National 
Federation  of  8(a)  Companies  to  be  available  whenever  a  "critical  need"  was 
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encountered  that  threatened  the  further  development  of  the  8(a)  program. 

In  1 992  and  again  in  1993,  several  of  our  respected  minority  trade  associations 
focused  the  majority  of  their  resources  and  political  influence  on  support  of  the 
interests  of  the  larger  and  successful  8(a)  firms,  particularly  those  which  were 
certified  in  the  8(a)  program  prior  to  1988  at  the  expense  of  the  merging  yet-to-be 
developed  8(a)  firms.  The  legacy  and  selfless  spirit  that  was  established  in  1985 
when  nine  successful  8(a)  o  wners  provided  financial  support  and  worked  diligently  for 
the  benefit  of  those  who  needed  the  most  help,  has  inspired  the  present  8(a) 
Federation  leadership  in  1993  to  expand  its  program  and  political  efforts  in  its 
membership  to  ensure  that  the  interest  of  the  smaller  8(a)  firms  are  heard. 

The  present  leadership  of  The  National  Federation  of  8(a)  Companies  has 
concluded  that  the  political  advocacy  playing  field  has  to  be  leveled.  It  is  realistic  that 
the  larger  8(a)  companies  that  were  certified  prior  to  1988  have  the  financial  power 
and  political  influence  to  advocate  their  best  self  interest  at  the  expense  of  the  new 
and  smaller  8(a)  firms.  The  purpose  and  foundation  of  the  8(a)  program  as  used  in 
recent  times,  is  a  just  and  fair  inspiration  based  on  the  Civil  Rights  "promise  land'  of 
Dr.  Martin  Luther  King,  that  of  a  land  where  there  would  be  equal  and  fair  opportunity 
for  all.  As  thus.  The  8(a)  Federation  leadership  and  its  8(a)  Federation  membership 
are  looking  forward  to  working  with  the  leadership  of  Minority  Trade  Groups  in  a 
coordinated  fashion  to  ensure  a  reasonable  balance  in  the  use  of  common  sense  in 
coming  out  in  support  of  a  balanced  program  which  will  benefit  all  and  not  penalize 
the  few  who  can  least  afford  it  and  who  most  deserve  the  special  assistance. 

The  1988  legislative  changes  in  the  8(a)  program  have  created  new  high 
demanding  challenges  for  new  8(a)  firms.  The  8(a)  firms  that  were  certified  prior  to 
1988  did  benefit  considerably  by  receiving  a  high  number  of  sole  source  awards  with 
no  dollar  high  limit  which  was  a  great  benefit.  The  firms  certified  after  1988  did  not 
have  such  an  opportunity.  Those  firms  that  entered  the  program  after  1988  have  had 
to  spend  considerable  more  in  order  to  compete  for  the  same  work  that  the  pre- 1988 
8(a)  received  on  a  sole  source  basis. 

For  the  above  mentioned  concerns,  circumstances  make  it  necessary  for  The 
8(a)  Federation  to  rise  again  and  become  the  "conscience  of  the  minority  business 
community". 


To  contact  The  National  Federation  of  8(a)  Companies: 

703-525-5818 

Lillian  Everett,  Fernando  Galaviz,  Lawyer  Martin 


113 

Senator  Kerry.  Thank  you,  Mr.  Galaviz. 

Listening  to  your  testimony,  particularly  Ms.  Archuleta's  and  Mr. 
Jones',  you  each  said  what  you  like  about  my  proposal  and  what 
you  like  about  the  SBA's  proposal,  but  I  want  to  try  to  narrow  the 
focus  here  and  I  want  you  to  hit  me  right  between  the  eyes  with 
what  most  concerns  you  about  either  my  proposal  or  the  SBA  pro- 
posal? What  do  you  want  to  see  in  there,  bottom  line,  and  what  do 
you  most  worry  about  if  it  is  in  there  bottom  line? 
Do  you  want  to  tackle  that  first,  Mr.  Jones? 

Mr.  Jones.  I  will.  I  guess  for  the  future  on  prospective  new  en- 
trants into  the  program,  I  think  we  need  to  look  at  two  different 
groups,  groups  where  firms  may  exist  in  some  form  prior  to  appli- 
cation into  the  so-called  new  8(a)  program.  And  they  will  require 
certain  kinds  of  assistance  so  that  they  can  move  fairly  rapidly 
through  the  cycling  of  the  program.  I  hope  that  the  initial  phases 
will  not  be  an  impediment  to  moving  through  the  program  if  this 
particular  approach  is  taken. 

At  the  other  extreme,  newly  established  firms  with  little  experi- 
ence obviously  can  benefit  from  movement  through  a  structured 
program,  and  I  think  that  you  want  to  be  sure  that  it  is  not  a 
blockage  for  them. 

On  some  of  the  other  issues  that  I  raised  on  SIC  codes,  I  feel 
very  strongly  that  firms  need  to  be  able  to  define  the  business  they 
will  be  in. 

Senator  Kerry.  So  you  would  like  the  fact  that  we  lift  that.  You 
want  to  make  sure  that  is  in  there. 
Mr.  Jones.  Precisely. 

Senator  Kerry.  I  think  that  will  be  in  there  no  matter  what. 
Mr.  Jones.  Getting  rid  of  burdensome  paperwork  I  think  is  criti- 
cal, because  it  does  not  help  the  bottom  line  of  our  business,  at  all. 
Senator  Kerry.  And  you  want  to  eliminate  the  limitations  on  the 
contracts  that  a  firm  can  receive  as  long  as  they  are  doing  competi- 
tive business,  correct? 

Mr.  Jones.  Precisely.  And  we  certainly  support  the  augmentation 
in  the  8(a)  program  as  SBA  has  proposed,  focusing  on  sole  source. 
Senator  Kerry.  Is  there  anything  that  worries  you?  Is  there  any- 
thing in  the  proposal  right  now  that  you  feel  is  somehow  going  to 
create  an  unfair  playing  field? 
Mr.  Jones.  Not  in  a  significant  sense  that  I  see  at  this  point. 
Senator  KERRY.  Ms.  Archuleta. 

Ms.  Archuleta.  I  think  the  most  compelling  issue  for  my  com- 
pany is  the  issue  of  the  competitive  bidding. 

Senator  KERRY.  I  wanted  to  talk  to  you  about  that. 
Ms.  Archuleta.  Yes,  because  today  if  I  have  an  opportunity  to 
bid  an  8(a)  competitive  procurement  or  a  full  and  open  procure- 
ment, it  is  obviously  in  my  best  interest  to  go  ahead  and  bid  in  the 
full  and  open  because  I  may  not  be  able  to  then  meet  my  competi- 
tive mix.  So  the  way  that  the  requirements  are  currently  struc- 
tured, I  am  actually  forced  not  to  look  at  an  8(a)  competitive  pro- 
curement which  I  may  have  marketed  or  I  may  have  worked  very 
diligently  to  try  to  get  it  into  the  8(a)  program  to  begin  with. 

The  procurement  cycle  is  very  long  and  I  can  give  you  a  definite 
example.  There  was  a  procurement  that  was  identified  2  years  ago 
when  I  was  still  in  the  development  stage  that  was  going  to  be  put 
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into  the  8(a)  program.  It  is  now  being  put  into  the  8(a)  program 
and  I  have  to  wonder  whether  I  want  to  compete  for  it  or  not. 
Senator  Kerry.  Why? 

Ms.  Archuleta.  Because  I  have  a  business  decision  to  make 
about,  if  I  bid  on  it  and  I  win  it,  it  is  going  to  make  my  competitive 
mix — the  support  level  that  I  can  get  from  SBA  if  I  win  it,  all  of 
a  sudden  I  have  an  extra  $3  to  $5  million  revenues  from  8(a),  be- 
cause it  is  going  into  the  total  8(a)  pool.  So  the  competitive  mix  is 
a  real  problem — not  a  problem.  I  agree  that  we  have  to  be  forced 
into  open  competition. 

But  there  are  too  many  factors  which  we  have  absolutely  no  con- 
trol over  that  cause  us  to  stay  away  from  those  8(a)  procurements 
today.  As  an  example,  Senator,  when  I  started  my  business  in  1985 
I  knew  nothing  about  the  8(a)  program.  I  was  out  there  competing 
like  everyone  else.  We  employed  over  40  people  manufacturing 
printed  circuit  boards.  I  lost  that  contract  to  overseas  competition 
and  overnight  I  literally  had  to  lay  off  30  people.  It  was  then  that 
I  heard  about  the  8(a)  program  and  applied  for  it.  It  took  me  al- 
most a  year  and  a  half  to  get  my  certification.  It  has  taken  me  sev- 
eral years  to  build  my  business. 

When  I  am  just  getting  it  built,  I  am  having  to  also  look  at  estab- 
lishing credibility.  As  I  said  in  my  earlier  remarks,  just  going  to 
the  Pentagon  and  talking  about  simulations  and  emulations  and 
the  ability  to  run  hardware  in  the  loop  programs,  I  am  looked  at 
like,  gosh,  you  must  have  been  a  front  for  someone,  you  cannot  pos- 
sibly be  talking  about  these  high-technology  things. 

But  it  takes  so  much  time  to  establish  the  credibility,  to  establish 
the  business  base,  and  then  to  have  to  compete  for  things  right 
now  in  that  8(a)  competitive  arena.  If  they  were  put  over  into  the 
SDB  arena  where  I  do  not  have  to  worry  about  how  it  will  affect 
my  competitive  mix,  then  it  would  certainly  help  me. 

Senator  KERRY.  Well,  that  is  a  very  articulate  answer  and  an  in- 
teresting experience. 

It  is  hard  to  get  a  balance  here  but  are  you  against  any  competi- 
tion within  the  8(a)  program  itself? 

Ms.  Archuleta.  I  believe  that  we  should  not  have  competition 
within  the  8(a)  program.  I  think  we  should  have  sole  sourcing.  It 
is  hard  enough  to  convince  a  Government  procurement  person  to 
put  it  into  the  8(a)  arena  without  them  having  too  many  other  op- 
tions. 

I  have  chosen  to  police  myself,  in  terms  of  some  of  the  remarks 
that  were  made  this  morning.  At  the  end  of  my  fiscal  year,  which 
is  yearend  of  fiscal  1993,  I  had  business  which  was  92  percent  8(a) 
and  92  percent  Federal  (k)vernment.  Today  year  to  date  I  have  al- 
ready changed  that  to  just  under  70  percent,  and  I  am  moving  in 
that  direction  myself  through  acquisitions,  joint  ventures. 

Senator  Kerry.  Why  would  competition  disadvantage  you  with 
respect  to  that  kind  of  trendline?  Would  it  not  in  fact  perhaps  ac- 
celerate it  or  make  you  more  self-reliant  and  independent,  even 
more  marketable? 

Ms.  Archuleta.  The  only  problem  is  that  I  have  limited  BMP 
dollars  and  if  I  am  having  to  use  those  BMP  dollars  in  an  8(a)  com- 
petitive  

Senator  Kerry.  Then  you  cannot  go  out  and  do  it  on  the  outside? 
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Ms.  Archuleta.  Exactly.  Very  limited  dollars. 

Senator  KERRY.  So  in  other  words,  your  argument  would  be  that 
it  would  diminish  your  outside  focus  and  capacity.  I  suppose  the 
counterargument  would  be  a  contract  is  a  contract  is  a  contract, 
and  if  you  get  it  competitively  it  hones  your  competitive  skill,  and 
if  you  get  it  on  the  outside  you  have  got  more  ability  to  get  it  on 
the  outside. 

Ms.  Archuleta.  That  would  be  fine,  and  I  could  certainly  live 
with  that  if  the  SBA  would  recognize  anything  that  I  have  com- 
peted as  being  in  the  competitive  mix. 

Senator  Kerry.  I  see. 

Ms.  Archuleta.  The  double-edged  sword  of  being  8(a),  but 
still 

Senator  Kerry.  That  is  interesting.  Yes,  I  understand  what  you 
are  saying.  There  is  a  resource  allocation,  time  and  so  forth. 

Ms.  Archuleta.  Exactly. 

Senator  Kerry.  Which  does  not  get  measured,  in  effect. 

Ms.  Archuleta.  Exactly. 

Senator  Kerry.  So  you  are  stuck.  It  almost  takes  away  from  the 
other. 

But  then  you  see  we  are  stuck  with  this  dilemma,  well,  how  do 
we  guarantee  that  when  there  are  only  about  3,000  contracts  worth 
over  $10  million  and  you  get  into  the  sole  sourcing,  that  we  are  in 
fact  creating  that  competitive  skill,  that  we  have  not  just  created 
a  dependency?  I  mean,  the  record  so  far  has  been  that  at  gradua- 
tion time,  we  hear  "we  do  not  have  a  base,  we  are  not  ready  to 
graduate,  please  give  us  more  time." 

So  we  have  gone  on  and  extended  and  extended.  How  do  we  get 
the  balance  there? 

Ms.  Archuleta.  I  believe  that  by  doing  8(a)  in  the  sole  source 
arena,  increasing  the  opportunities  within  the  SDB  community  to 
be  able  to  compete  there,  and  also  to  compete  in  small  and  full  and 
open  arenas,  that  we  should  be  able  to  address  that. 

The  requirement  for  a  competitive  mix  is  good.  I  am  not  arguing 
against  that  requirement.  I  should  look  and  make  sure  that  I  am 
not  going  to  have  all  8(a)  business.  I  am  just  saying  that  to  com- 
plete it  and  use  my  very  valuable  BMP  dollars  work  against  me  in 
this  particular  case. 

Senator  KERRY.  But  you  know,  in  my  bill  we  do  count  it. 

Ms.  Archuleta.  Yes,  and  that  is  what  I  like  about  your  bill.  I 
like  that  about  your  bill,  yes,  sir. 

Senator  Kerry.  So  while  we  encourage  the  competition,  we  are 
giving  you  credit  for  it. 

Ms.  Archuleta.  And  that  is  good.  I  can  live  with  that.  I  still  will 
have  to  police  myself  to  make  sure  that  I  am  not  all  8(a)  dollars, 
but  that  has  to  be  a  business  decision  that  I  consciously  make. 

Senator  Kerry.  Mr.  Galaviz,  we  have  got  to  roll  now.  I  just  got 
notice  that  I  am  getting  backed  up  a  little  bit  and  I  have  to  keep 
moving.  Mr.  Galaviz,  I  want  to  give  you  an  opportunity  to  answer 
the  same  question. 

Mr.  Galaviz.  Mine  will  be  just  some  quick  bullets,  Mr.  Chair- 
man. 

Senator  Kerry.  Just  give  the  bottom  line. 
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Mr.  Galaviz.  Bottom  line.  For  firms  that  have  not  reached  50 
percent  of  their  size  standard  after  being  in  the  program  7  years, 
Mr.  Chairman,  we  recommend  that  2  more  years  be  added  to  the 
program. 

For  firms  that  have  been  in  the  program  for  4  years  and  have 
not  reached  10  percent  of  their  size  standard  levels,  that  is  when 
SBA  should  step  in  and  give  targeted  assistance  until  at  least  they 
reach  20  percent  of  their  size  standard;  that,  yes,  there  should  be 
competition  in  the  8(a)  program  from  the  perspective  that  when  a 
firm  reaches  80  percent  of  the  size  standard,  then  that  is  when 
they  should  start  competing  for  8(a)  requirements. 

It  is  very  important,  Mr.  Chairman,  that  the  provisions  of  the 
mix  be  sure  that  8(a)  competitive  contracts  on  which  we  spend  the 
money  to  compete  and  take  the  risk,  that  those  be  included  in  the 
mix  for  us  to  qualify  and  continue  in  the  program. 

It  is  also  important  that  on  the  subcontracting  provisions  with 
primes,  to  take  note  that  you  have  major  corporations  today  that 
are  violating  the  law  by  providing  to  large  minority  firms  contracts 
and  getting  credit  as  if  they  were  small  disadvantaged  business. 

Mr.  Chairman,  we  at  the  Federation  strongly  urge,  and  we  are 
prepared  to  volunteer,  that  SBA  personnel  help  us,  part  of  their 
orientation  should  be  for  them  to  work  at  an  8(a)  firm  for  at  least 
30  days. 

The  other,  Mr.  Chairman,  and  this  is  a  personal  note:  Our  com- 
pany  

Senator  Kerry.  You  want  them  to  do  real  work  for  once.  [Laugh- 
ter.] 

Mr.  Galaviz.  Yes,  sir. 

Also,  we  at  the  Federation  are  introducing  to  our  members  a  self- 
program  where  we  say,  look,  if  you  have  reached  30  percent  of  your 
size  standard,  please  develop  your  own  mentor  program  on  a  vol- 
untary basis.  If  I  may  have  permission  to  speak  about  my  com- 
pany, 18  months  ago  we  started  a  program  in  our  company  that 
any  employee,  regardless  of  race,  creed,  or  color,  who  had  been 
with  our  firm  more  than  5  years,  after  5  years  if  they  want  to  start 
their  own  business  we  would  help  them. 

We  also  have  in  that  same  agreement  that  after  18  months  of 
helping  them  we  will  stop  any  business  relationship  and  not  do  any 
business  in  the  future  with  them,  so  that  there  is  not  the  percep- 
tion that  we  are  doing  this  just  to  continue  in  the  8(a)  program. 

Senator  Kerry.  Well,  those  are  all  good  thoughts  and  good  sug- 
gestions from  practitioners,  and  it  is  very  helpful  to  us.  We  are 
going  to  do  everything  you  want  us  to;  how  is  that?  [Laughter.] 

Senator  Kerry.  We  are  going  to  take  it  under  advisement  and 
work  through  this.  And  I  appreciate  your  input  very  much. 

If  I  could  ask  the  members  of  the  third  panel  to  come  forward: 
Aleta  Wilson,  president.  Technology  Services,  Inc.,  Arlington,  VA, 
representing  the  National  Association  of  Minority  Business;  and 
Stewart  Little,  chief  executive  officer,  Diversified  Business  Tech- 
nologies, from  Albuquerque,  NM,  representing  the  National  Indian 
Business  Association.  It  calls  itself  the  "National  Indian  Business 
Association."  You  guys  have  not  gotten  politically  correct  yet.  But 
it  is  OK  for  you.  [Laughter.] 

Go  ahead,  Ms.  Wilson. 
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STATEMENT  OF  ALETA  R.  WILSON,  PRESIDENT,  TECHNICAL 
MANAGEMENT  SERVICES,  INC.,  ARLINGTON,  VA,  REP- 
RESENTING THE  NATIONAL  ASSOCIATION  OF  MINORITY 
BUSINESS 

Ms.  Wilson.  Thank  you,  Senator  Kerry,  for  allowing  me  to  speak 
today.  My  name  is  Aleta  Robinson  Wilson.  I  am  the  owner  of  Tech- 
nical Management  Services,  which  is  a  graduated  8(a)  firm  that 
now  qualifies  as  a  small,  small  disadvantaged,  and  woman-owned 
business.  So  they  get  to  check  all  the  boxes  for  me. 

I  am  proud  of  my  company  and  its  growth.  We  started  in  1981 
as  a  two-employee  company  with  sales  of  $50,000  and  today  our 
revenues  average  $5  million  a  year  and  we  have  100  employees. 
This  growth  could  not  have  been  accomplished  without  the  dedica- 
tion and  hard  work  of  my  staff  and  also  without  the  assistance  of 
the  8(a)  program. 

I  am  also  chairperson  of  the  National  Association  of  Minority 
Businesses,  also  known  as  NAMB.  The  primary  focus  of  NAMB  is 
to  advocate  legislation  and  regulations  that  improve  the  ability  of 
minority  businesses  to  provide  goods  and  services  to  the  Federal 
Government. 

My  background  as  the  owner  of  TMS  and  the  chairperson  of 
NAMB  provides  me  with  experiential  knowledge  necessary  to  pro- 
pose and  review  legislation  and  regulations.  I  believe  that  the  basic 
tenets  of  the  8(a)  program  are  strong  and  they  need  to  be  strength- 
ened and  continually  improved,  certainly  not  abandoned. 

The  program  has  produced  many  success  stories,  of  which  we 
should  be  proud,  and  perhaps  the  minority  business  community 
and  the  SBA  have  done  a  very  poor  public  relations  job.  But  the 
success  stories  exist. 

NAMB  is  a  participant  in  the  Coalition  of  Minority  Trade  Asso- 
ciations, which  was  established  in  1993,  and  we  agree  with  the  tes- 
timony of  the  Coalition  participants  and  we  applaud  you  for  your 
advocacy  and  for  your  comprehensive  proposal  for  streamlining  the 
8(a)  program. 

My  comments  today  will  focus  on  what  is  being  termed  as  devel- 
opmental teaming,  which  is  not  currently  fully  addressed  in  your 
proposal,  but  it  is  consistent  with  our  proposal  and  the  concepts 
put  forward  by  the  SBA.  Since  1970  when  the  SBA  program  was 
activated,  thousands  of  minority  businesses  have  passed  through 
the  program.  The  Small  Business  Administration  has  invested  mil- 
lions of  dollars  in  supporting  and  developing  these  firms. 

Under  current  regulations  the  8(a)  companies  are  essentially  pro- 
hibited from  assisting  one  another  because  they  may  be  deemed  £if- 
filiates.  Therefore,  the  SBA  investment  is  lost  and  additionally  the 
expertise  of  all  of  those  8(a)  companies  and  that  of  mature  8(a) 
companies  and  8(a)  graduates  is  unavailable  to  the  smaller  and 
less  experienced  8(a)  companies. 

I  believe  this  is  a  tremendous  and  shameful  waste  of  Govern- 
ment tax  dollars  and  resources.  During  these  tight  economic  times 
and  global  expansion  of  the  business  community,  it  is  imperative 
that  the  United  States  obtain  full  use  of  all  of  its  resources  if  it 
wants  to  continue  to  be  a  major  player  in  the  business  community. 
Developmental  teaming  would  provide  a  means  to  fully  utilize  the 
expertise  of  mature  and  graduated  8(a)  companies. 
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A  developmental  teaming  program  should  be  cost-free  to  the  Gov- 
ernment because  the  objective  of  creating  such  a  program  is  to  opti- 
mize the  dollars  that  have  already  been  expended,  and  that  objec- 
tive would  be  diminished  if  the  program  expended  more  dollars. 

A  developmental  teaming  program  must  contain  incentives  for 
the  graduate  to  help  a  developing  company.  The  graduate  could  po- 
tentially expend  a  large  amount  of  its  dollars  providing  services  to 
a  developing  company  and  the  degree  to  which  they  are  willing  to 
expend  those  dollars  would  be  directly  proportional  to  the  amount 
of  the  anticipated  return. 

Therefore,  it  is  essential  that  the  program  contain  sufficient  in- 
centives, such  as  a  relaxation  in  the  subcontracting  percentage  ceil- 
ings or  additional  evaluation  points  when  bidding  with  a  develop- 
ing company  and  making  all  of  these  expenditures  allowable. 

A  developmental  teaming  program  must  contain  incentives  for 
the  developing  company.  The  developing  company  must  have  the 
opportunity  to  specify  what  their  needs  are  and  to  have  a  written 
agreement  that  spells  out  their  expectations  along  with  definitive 
time  frames. 

This  program  should  include  incentives  also  for  Government 
agencies.  Some  Federal  agencies  are  opposed  to  teaming,  either  be- 
cause they  do  not  have  experience  with  it  or  because  they  have 
been  burnt  in  the  past.  Therefore,  agencies  should  be  given  incen- 
tives to  procure  goods  and  services  from  teams  with  developmental 
teaming  agreements.  These  incentives  could  include  additional 
points  toward  the  agency  making  their  minority  business  goals. 

A  developmental  teaming  program  must  be  simple  to  administer. 
When  two  minority  businesses  have  decided  to  work  together,  the 
SBA  would  have  to  be  a  conduit  and  not  a  roadblock. 

There  are  many  advantages  to  developmental  teaming,  including 
providing  less  mature  companies  with  the  opportunity  to  obtain 
contracts  that  they  ordinarily  could  not  perform.  It  would  provide 
a  smoother  transition  for  graduated  8(a)  companies,  because  grad- 
uates would  have  the  ability  to  continue  a  reduced  level  of  work  on 
existing  contracts  while  they  are  building  new,  non-8(a)  business. 

It  would  provide  mature  8(a)  firms  with  the  opportunity  to  share 
their  expertise  with  less  mature  firms.  It  would  recycle  the  devel- 
opmental assistance  provided  by  the  SBA,  and  it  would  expand  the 
expertise  of  developing  companies.  It  would  provide  infrastructure 
support  to  the  developing  firm,  because  one  of  the  major  hurdles 
that  a  developing  company  has  to  overcome  is  growing  its  business 
at  the  same  time  that  they  are  building  their  infrastructure. 

Your  proposal  includes  language  that  would  allow  8(a)  graduates 
to  compete  for  their  existing  8(a)  contracts  one  time  after  gradua- 
tion. If  developmental  teaming  were  adopted,  that  proposal  may 
not  be  necessary. 

In  conclusion,  I  thank  you  for  allowing  me  to  present  the  views 
of  our  membership  today  and  I  offer  our  assistance  to  the  Commit- 
tee for  developing  appropriate  language  on  this  topic. 

[The  prepared  statement  £ind  additional  comments  of  Ms.  Wilson 
follow:] 


119 


TESTIMONY  OF 

THE  NATIONAL  ASSOCIATION  OF  MINORITY  BUSINESSES 

BEFORE  THE 

SMALL  BUSINESS  COMMITTEE 

of  the 

U.  S.  SENATE 

August  9,  1994 

Thank  you.  Senator  Bumpers  and  Senator  Kerry  for  allowing  me 
to  speak  before  you  today. 

My  name  is  Aleta  Robinson  Wilson.   I  am  the  owner  of 
Technical  Management  Services  (TMS)  which  is  a  graduated  8(a) 
business,  that  now  qualifies  as  a  small,  small  disadvantaged,  and 
woman-owned  business.   I  am  proud  of  TMS  and  its  growth.   We 
started  in  1981  as  a  2  employee  company  with  sales  of  $50,000  and 
today  our  revenues  average  $5M  per  year  and  we  have  100 
employees.   This  growth  could  not  have  been  accomplished  without 
much  hard  work,  a  dedicated  staff  and  the  assistance  of  the  8(a) 
program . 

I  am  also  the  Chairperson  of  the  National  Association  of 
Minority  Businesses  (NAME).   The  primary  focus  of  NAME  is  to 
advocate  legislation  and  regulations  that  improve  the  ability  of 
minority  businesses  to  provide  goods  and  services  to  the  federal 
government.   My  background  as  the  owner  of  TMS  and  the 
Chairperson  of  NAME  provides  me  with  the  experiential  knowledge 
necessary  to  propose  and/or  review  legislation  and  regulations. 
The  basic  tenets  of  the  8(a)  program  are  solid.   The  program 
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should  bo  strengthened  and  improved,  but  not  abandoned.   The 
program  has  produced  many  success  stories  of  which  we  should  be 
proud.   Perhaps  the  minority  business  community  and  the  Small 
Business  Administration  (SBA)  have  done  a  poor  public  relations 
job,  but  the  success  stories  exist. 

NAMB  is  a  participant  in  the  Coalition  of  Minority  Trade 
Associations  established  in  1993  to  advocate  positive  changes  to 
the  SBA ' s  Section  8(a)  program  and  other  programs  for  minority 
business.  We  agree  with  the  testimony  of  the  Coalition 
participants  and  applaud  Senator  Kerry  for  his  advocacy  and  for 
his  comprehensive  proposal  for  streamlining  the  8(a)  program. 

Our  comments  today  will  focus  on  the  concept  of 
"developmental  teaming"  which  is  currently  not  fully  addressed  by 
Senator  Kerry's  proposal  but  which  is  consistent  with  this 
proposal  and  concepts  put  forward  by  the  SBA.   Since  1970,  when 
the  8(a)  program  was  activated,  thousands  of  minority  owned 
businesses  have  participated  in  the  program.   The  Small  Business 
Administration  (SBA)  has  invested  millions  of  dollars  in  training 
and  developing  these  firms.   Under  current  regulations,  8(a) 
companies  are  essentially  prohibited  from  assisting  one  another 
because  they  may  be  deemed  affiliates.   Therefore,  the  SBA 
investment  is  lost.   Additionally,  the  expertise  of  the  more 
mature  8(a)  companies  and  that  of  8(a)  graduates  is  unavailable 
to  the  smaller  and  less  experienced  8(a)  companies.   This  is  a 
tremendous  and  shameful  waste  of  resources. 

During  these  tight  economic  times  and  the  global  expansion 
of  the  business  community,  it  is  imperative  that  the  United 
States  obtain  full  use  of  all  of  its  resources  if  it  wants  to 
continue  to  be  a  major  power  in  the  business  community. 
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Developmental  teaming  would  provide  a  means  to  fully  utilize  the 
expertise  of  mature  or  graduated  8(a)  companies. 

A  developmental  teaming  program  should  be  cost-free  to  the 
government.   The  objective  of  creating  such  a  program  is  to 
optimize  the  dollars  that  have  already  been  expended,  and  that 
objective  would  be  diminished  if  this  program  expended  more 
dollars . 

A  developmental  teaming  program  must  contain  incentives  for 
the  graduate.   The  graduate  could  potentially  expend  a  large 
amount  of  money  in  providing  services  to  the  developing  company. 
The  degree  to  which  they  are  willing  to  expend  those  monies  will 
be  directly  proportional  to  the  amount  of  anticipated  return. 
Therefore,  it  is  essential  that  the  program  contain  sufficient 
incentives  such  as  a  relaxation  in  the  subcontracting  percentage 
ceilings;   additional  evaluation  points  when  bidding  with  a 
developing  company;  and,  making  the  expenditures  allowable. 

A  developmental  teaming  program  must  contain  incentives  for 
the  developing  company.   It  is  essential  that  the  developing 
company  have  the  opportunity  to  specify  what  their  needs  are  and 
to  have  a  written  agreement  that  spells  out  expectations  along 
with  definitive  timeframes. 

A  developmental  teaming  program  should  include  incentives 
for  government  agencies.   Some  federal  agencies  are  opposed  to 
teaming  either  because  they  do  not  have  experience  with  them  or 
because  they  have  been  "burnt"  in  the  past.   Therefore,  agencies 
should  be  incentivized  to  procure  goods  and  services  from  teams 
with  developmental  teaming  agreements.  These  incentives  could 
include  additional  points  towards  making  their  minority  business 
contracting  goals. 
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A  developmen-tal  teaming  program  must  be  simple  to 
administer.   When  two  minority  owned  businesses  have  decided  to 
work  together,  the  SBA  should  be  a  conduit  and  not  a  roadblock. 

There  are  many  advantages  to  developmental  teaming  that 
include : 

providing  less  mature  companies  with  the  opportunity  to 
obtain  contracts  that  they  would  not  ordinarily  be  ahl&   to 
perform.   Developing  companies  are  often  caught  in  a  catch-22 
whereby  they  cannot  bid  on  large  contracts  because  they  do  not 
have  the  expertise  and/or  resources.   This  program  would 
alleviate  that  problem. 

providing  a  smoother  transition  for  graduated  8(a) 
companies.   Graduates  would  have  the  ability  to  continue  a 
reduced  level  of  work  on  existing  contracts  while  they  are 
building  new  non-8(a)  business. 

providing  mature  8(a)  companies  with  the  opportunity  to 
share  their  expertise  with  less  mature  or  developing  program 
participants.   Mature  8(a)  companies  would  be  able  to  transition 
contracts  to  developing  8(a)  companies.   This  helps  the  maturing 
8(a)  firm  begin  reducing  their  dependence  on  8(a)  contracts  while 
they  are  still  8(a)  certified. 

recycling  the  developmental  assistance  provided  by  the  SBA. 
As  stated  earlier,  the  SBA  has  provided  millions  of  dollars 
assisting  8(a)  companies.   This  program  will  recycle  those 
expenditures  at  no  cost  to  the  government. 

expanding  the  expertise  of  developing  companies.   This 
program  would  provide  the  developing  company  with  the  credibility 
to  bid  on  work  where  their  corporate  experience  is  weak.   Thereby 
expanding  their  corporate  resume. 
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provide  infrastructure  support  to  the  developing  firm.   One 
of  the  major  hurdles  that  all  developing  companies  must  overcome 
is  growing  the  business  at  the  same  time  that  they  are  building 
'their  infrastructure.   A  teaming  relationship  can  alleviate  this 
problem  by  providing  the  developing  company  with  things  like 
accounting,  human  resources  and  contract  management  assistance. 
Senator  Kerry's  proposal  currently  includes  language  that 
would  allow  8(a)  graduates  to  compete  for  their  existing  8(a) 
contracts  one  more  time  after  graduation.   If  developmental 
teaming  is  adopted,  that  proposal  may  not  be  necessary. 

In  conclusion,  I  thank  you  for  allowing  me  to  present  the 
views  of  our  membership  on  the  subject  of  developmental  teaming. 
NAMB  would  be  pleased  to  provide  any  assistance  to  the  committee 
in  developing  appropriate  language  on  this  topic. 
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You  indicated  that  there  is  concern  in  Congress  that  the  8(a) 
program  is  not  working. 

Unfortunately,  studies  of  the  8(a)  program  have  always  focused  on 
the  problems.   The  mere  fact  that  during  the  last  twenty  years, 
thousands  of  African  American  companies  have  been  able  to 
participate  in  government  contracting  directly  because  of  the 
8(a)  program  should  be  sufficient  evidence  that  the  program 
works . 

Previous  studies  have  indicated  that  the  success  rate  of 
companies  after  graduation  is  poor. 

Those  studies  did  not  take  into  account  that  when  a  company  is 
purchased  it  is  a  success.   In  fact,  the  American  dream  for  many 
business  owners  (minority  or  majority)  is  to  build  a  company 
until  it  has  value  to  be  sold. 

The  GAP  report  mentioned  that  the  majority  of  8(a)  contracts  are 
with  companies  in  the  Washington,  DC,  and  Virginia  areas. 

This  type  of  reporting  is  misleading  because  the  reason  for  this 
has  nothing  to  do  with  the  8(a)  program.   The  majority  of  ALL 
contract  dollars  are  let  out  of  agency  headquarters  and  most 
agency  headquarters  are  located  in  this  area.   Since  8(a)  firms 
are  small  businesses  with  few  resources  they  need  to  locate 
geographically  close  to  the  buying  offices. 

The  GAO  report  stated  that  the  majority  of  8(a)  contracts  are 
with  a  small  percentage  of  8(a)  companies. 

This  is  another  misleading  statement,  because  the  majority  of  ALL 
government  contract  dollars  are  spent  with  a  small  percentage  of 
government  contracting  companies.   We  must  remember  that  the  8(a) 
companies  are  simply  a  subset  of  the  government  contracting 
community. 

Senator  Levin  wanted  justification  for  SBAs  recommendation  to 
increase  competition  thresholds. 

The  current  thresholds  are  $3M  for  services  and  $5M  for 
manufacturing.   A  large  percentage  of  the  8(a)  contractors  are  in 
computer  related  services.   Those  types  of  contracts  tend  to  be 
multi-year  contracts  and  exceed  $3M.   Therefore,  a  company 
selling  computer  related  services  is  essentially  required  to 
compete  for  all  of  their  work.   In  many  cases,  this  will  still  be 
true  if  the  threshold  is  raised  to  $7M  for  services. 
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It  would  be  very  easy  for  Congress  to  obtain  a  report  on 
contract  values  with  8(a)  firms  by  standard  industry  code.   I  am 
confident  that  a  report  would  provide  the  information  necessary 
to  understand  that  the  thresholds  are  currently  too  low  and  that 
the  proposed  increase  to  $7M  is  still  be  too  low. 

Senator  Levin  was  concerned  that  a  return  to  sole  source 
contracting  may  recreate  another  WEDTECH. 

First,  we  need  to  remind  ourselves  that  numerous  infractions  of 
the  law  occurred  in  that  case  which  involved  mostly  members  of 
the  majority  society.   Second,  it  could  have  happened  even  if 
contracts  were  not  sole  sourced.   Third,  since  that  time  numerous 
changes  have  occurred  in  overall  procurement  policy  that  have 
reduced  the  possibility  of  fraud.   Most  importantly,  it  needs  to 
be  remembered  that  there  is  a  much  larger  percentage  of  fraud  and 
abuse  by  majority  owned  firms  than  there  is  by  minority  owned 
firms. 

The  primary  reason  that  government  agencies  use  the  sole  source 
component  of  the  8(a)  program  is  because  it  shortens  the 
procurement  process.   This  is  another  fact  that  can  be  proven 
through  polling  small  and  disadvantaged  business  utilization 
(SADBU)  offices  or  SBA  procurement  center  representatives  (PCR). 

Since  the  advent  of  competitive  8(a)  contracting,  it  has  become 
even  more  difficult  for  the  SADBU  offices  to  convince  their 
program  offices  to  utilize  the  8(a)  program  because  there  is  no 
advantage  to  them.   The  8(a)  competitive  procurement  process 
takes  just  as  long  as  an  open  competition  procurement.   In  fact, 
it  takes  longer  because  SBA  approval  adds  another  layer  of 
bureaucracy.   Since  8(a)  procurements  do  not  add  value  for  the 
agency,  full  and  open  procurements  actually  provide  them  with  an 
opportunity  to  choose  from  a  wider  selection  of  companies. 

The  rationale  for  instituting  competitive  8(a)  procurements  was 
to  force  8(a)  companies  to  learn  how  to  bid  in  a  competitive 
environment.   The  SBA  proposal  to  utilize  a  government-wide  SDB 
program  as  the  means  for  competition  for  8(a)  companies  meets 
that  objective. 
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Senator  Kerry.  Thank  you  very  much. 
Mr.  Little. 

STATEMENT  OF  STEWART  LITTLE,  CHIEF  EXECUTIVE  OFFI- 
CER, DIVERSIFIED  BUSINESS  TECHNOLOGIES,  INC.,  ALBU- 
QUERQUE, NM,  REPRESENTING  THE  NATIONAL  INDIAN 
BUSINESS  ASSOCIATION 

Mr.  Little.  Thank  you,  Mr.  Chairman.  I  thank  the  committee  for 
the  opportunity  to  submit  testimony  today  on  the  Business  Devel- 
opment Opportunity  Act  of  1994. 

My  name  is  Stewart  Little.  I  am  an  enrolled  member  of  the  Colo- 
rado River  Tribes  of  Arizona.  I  am  also  the  former  co-chairman  of 
the  National  Indian  Business  Association  and  a  board  member.  The 
National  Association  was  established  in  1992  to  promote  Native 
American  business  development  through  education,  communica- 
tion, and  advocacy.  NIBA  represents  over  25,000  American  Indian 
companies  nationwide. 

In  addition,  I  am  chief  executive  officer  for  Diversified  Business 
Technologies,  a  Native  American  8(a)  firm  headquartered  in  Albu- 
querque, New  Mexico.  I  am  very  fortunate  to  say  that  I  have  been 
selected  in  1994  as  Small  Businessperson  of  the  Year  for  the  State 
of  New  Mexico  and  DBT  has  been  recognized  as  one  of  the  top  five 
American  Indian  8(a)  firms  by  the  SBA  in  March  of  1994. 

NIBA  is  a  member  of  the  Minority  Business  Association  Legisla- 
tive Coalition  and  wholeheartedly  endorses  the  statement  submit- 
ted today  by  the  Coalition,  which  addresses  several  key  issues  in 
the  proposed  amendment.  Today  I  am  testifying  specifically  on  the 
issues  affecting  Native  American-owned  and  tribally-owned  busi- 
nesses. Specifically,  NIBA  supports  sections  102,  141,  142  and  143. 

In  particular,  we  strongly  support  section  143  of  the  proposed 
amendment  because  it  would  recognize  an  8(a)  contract  awarded  to 
an  Indian  firm  to  be  in  compliance  with  the  Buy  Indian  Act.  This 
proposal  is  also  endorsed  by  SBA  and  included  in  the  proposed 
House  amendment  to  the  Small  Business  Act. 

This  provision  is  critical  for  the  following  reasons:  The  Buy  In- 
dian Act  is  a  congressional  mandate  pertaining  to  the  Departments 
of  Interior  and  Health  and  Human  Services.  It  is  recognized  by  the 
Bureau  of  Indian  Affairs  and  the  Indian  Health  Service  and,  more 
importantly,  by  other  Federal  agencies  through  inter-agency  agree- 
ments. In  an  attempt  to  assist  Indian  people  to  become  self-suffi- 
cient, the  Buy  Indian  Act  was  designed  to  preferentially  use  goods 
and  services  provided  by  Indian-owned  firms. 

All  contracts  awarded  under  the  Buy  Indian  Act  are  via  competi- 
tion among  Indian-owned  firms,  with  the  competition  often  lasting 
more  than  one  year,  causing  these  firms  to  incur  several  thousands 
of  dollars  in  expenses. 

The  BIA  and  the  Indian  Health  Service  are  reluctant  to  award 
8(a)  sole  source  contracts,  citing  the  excessive  amount  of  paperwork 
involved  in  waiving  the  Buy  Indian  Act  and  its  stringent  require- 
ment that  all  contracts  be  competed  among  Indian-owned  firms. 

In  actuality,  however,  the  only  thing  necessary  to  waive  the  Buy 
Indian  Act  is  a  one-page  waiver.  Unfortunately,  this  drawn  out 
waiver  process  prevents  an  abundance  of  8(a)  contracts  from  being 
awarded  to  Indian-owned  firms.  In  addition,  the  waiver  has  histori- 
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cally  been  used  to  avoid  contracting  with  Indian-owned  firms  in 
favor  of  contracting  with  non-Indian  companies. 

Section  143  and  the  corresponding  section  of  H.R.  2662  would 
allow  a  BIA  or  Indian  Health  Service  contract  to  be  awarded 
through  the  8(a)  program  to  an  Indian-owned  firm.  This  would  sat- 
isfy the  spirit  and  intent  of  the  Buy  Indian  Act  and  would  aid  in 
streamlining  the  process  for  American  Indian-owned  firms  seeking 
8(a)  contracts. 

The  most  beneficial  aspect  of  this  section  is  that  it  will  also  re- 
quire that  the  BIA  and  Indian  Health  Service  participate  in  the 
SBA's  8(a)  set-aside  program. 

NIBA  strongly  supports  section  102  of  your  proposal  which  elimi- 
nates the  requirement  that  tribally  owned  and  Native  Hawaiian 
firms  must  prove  their  tribes  are  economically  disadvantaged  to 
gain  entry  into  the  8(a)  program.  The  adoption  of  this  provision 
would  conserve  SBA  resources  which  are  currently  expended  to  re- 
view an  abundance  of  documents  supporting  the  tribes'  economi- 
cally disadvantaged  status.  The  provision  is  also  consistent  with 
the  SBA's  intent  to  streamline  the  8(a)  review  process. 

NIBA  also  supports  section  141  of  the  proposed  legislation,  which 
would  prohibit  the  SBA  from  denying  a  tribally  owned  corporation 
admission  into  the  8(a)  program  solely  because  the  proposed  8(a) 
firm  employs  a  chief  executive  officer  or  chief  operating  officer  who 
is  not  a  Native  American.  This  provision  would  also  apply  so  long 
as  the  tribe's  governing  body  certifies  to  the  SBA  that  the  tribe  was 
unable  to  hire  a  qualified  Native  American  after  conducting  a  na- 
tional search  for  the  position. 

Finally,  we  also  support  section  142,  which  would  add  a  new  sec- 
tion to  the  Small  Business  Act  to  allow  a  section  8(a)  firm  owned 
and  controlled  by  the  Indian  tribe  to  obtain  8(a)  contracts  through 
a  joint  venture  without  regard  for  the  size  status  of  the  joint  ven- 
ture, so  long  as  the  Indian  tribe  satisfies  the  following: 

First,  the  tribally  owned  8(a)  firm  must  own  at  least  51  percent 
of  the  joint  venture; 

Second,  the  tribally  owned  8(a)  firm  must  be  located  and  perform 
most  of  the  work  on  the  tribe's  reservation; 

And  third,  at  least  50  percent  of  the  joint  venture's  work  force 
must  consist  of  tribal  members. 

Thank  you  for  the  opportunity  to  present  NIBA's  views  to  the 
Committee.  We  will  be  happy  to  work  with  this  Committee  to  de- 
velop appropriate  language  and  protect  the  interests  of  the  Native 
American  community,  and  I  would  be  delighted  to  address  any 
comments  or  questions  you  may  have. 

Thank  you. 

[The  prepared  statement  of  Mr.  Little  follows:! 
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TESTIMONY  OF 

THE  NATIONAL  INDIAN  BUSINESS  ASSOCIATION 

BEFORE  THE 

SENATE  COMMITTEE  ON  SMALL  BUSINESS 

AUGUST  9,    1994 

Thank  you,  Chairman  Bumpers  and  members  of  the  Small  Business 
Committee  for  the  opportunity  to  submit  testimony  today  on 
the  "Business  Development  Opportunity  Act  of  1994"  proposed  by 
Senator  John  F.  Kerry  (D-MA) . 

My  name  is  Stewart  R.  Little  and  I  am  an  enrolled  member  of 
the  Colorado  River  Tribes.  I  am  also  the  former  co-Chairman  and 
Board  member  of  the  National  Indian  Business  Association  ("NIBA") , 
a  national  association  established  in  1992  to  promote  Native 
American  business  development  through  education,  communication  and 
advocacy.  NIBA  represents  over  25,000  American  Indian-ovmed 
companies  nationwide.  In  addition,  I  am  the  Chief  Executive 
Officer  of  Diversified  Business  Technologies,  a  Native  American- 
owned  Section  8(a)  firm  headquartered  in  Albuquerque,  New  Mexico. 
DBT's  primary  mission  is  to  facilitate  a  successful  business 
relationship  among  American  Indians,  the  private  sector,  and  State 
and  Federal  governments. 

NIBA  is  also  a  member  of  the  Minority  Business  Associations' 
Legislative  Coalition  ("Coalition") ,  an  organization  consisting  of 
thirteen  national  trade  associations  created  for  the  sole  purpose 
of  effecting  urgently  needed  changes  to  the  Small  Business 
Administration's  Section  8(a)  Program  and  other  programs  for 
minority  business.  I  am  fortunate  to  have  been  recently  selected 
as  the  1994  Small  Business  Person  of  the  Year  for  the  State  of  New 
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Mexico  and  DBT  was  recognized  as  one  of  the  top  five  American 
Indian  8(a)  firms  by  the  SBA  in  March,  1994. 

NIBA  wholeheartedly  endorses  the  written  statement  submitted 
by  the  Coalition,  which  addresses  several  key  issues  in  Senator 
Kerry's  proposed  amendment.  Today,  I  am  testifying  specifically 
on  the  issues  affecting  Native  American-owned  and  tribally-owned 
businesses. 

Rule  of  Construction  Regarding  the  "Buv-Indian  Act" 

We  strongly  support  Section  14  3  of  Senator  Kerry's  proposed 
amendment  because  it  would  recognize  an  8(a)  contract  awarded  to 
an  Indian  firm  to  be  in  compliance  with  the  Buy-Indian  Act.  This 
proposal  is  also  endorsed  by  SBA  and  is  included  in  a  proposed 
House  amendment  to  the  Small  Business  Act. 

This  provision  is  critical  for  the  following  reasons.  The 
Buy-Indian  Act  is  a  Congressional  mandate  pertaining  to  the 
Departments  of  Interior  and  Health  and  Hviman  Services.  It  is 
recognized  by  the  Bureau  of  Indian  Affairs  and  the  Indian  Health 
Service,  and  more  recently,  by  other  Federal  agencies  through 
interagency  agreements.  In  an  attempt  to  assist  Indian  people  to 
become  self-sufficient,  the  Buy  Indian  Act  was  designed  to 
preferentially  utilize  goods  and  services  provided  by  Indian-owned 
firms.  All  contracts  are  awarded  under  the  Buy-Indian  Act  via  open 
competition  among  Indian-owned  firms,  with  the  competitions  often 
lasting  more  than  one  year,  causing  these  firms  to  incur  several 
thousands  of  dollars  in  expenses. 
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The  BIA  and  IHS  are  reluctant  to  award  8(a)  sole  source 
contracts,  citing  an  excessive  amount  of  paperwork  involved  in 
waiving  the  Buy-Indian  Act  and  its  stringent  requirement  that  all 
contracts  be  competed  among  Indian-owned  firms.  In  actuality 
however,  the  only  thing  necessary  to  waive  the  Buy-Indian  Act  is 
a  one-page  waiver.  Unfortunately,  this  drawn-out  waiver  process 
prevents  an  abundance  of  8(a)  contracts  from  being  awarded  to 
Indian-owned  firms.  In  addition,  the  waiver  has  historically  been 
used  to  avoid  contracting  with  Indian-owned  firms  in  favor  of 
contracting  with  non-Indian  companies. 

Section  143,  and  the  corresponding  section  in  H.R.  2662,  would 
allow  a  BIA  or  IHS  contract  to  be  awarded  through  the  8(a)  Program 
to  an  Indian-owned  firm.  This  would  satisfy  the  spirit  and  intent 
of  the  Buy  Indian  Act  and  would  aid  in  streamlining  the  process  for 
American  Indian-owned  firms  seeking  8(a)  contracts.  The  most 
beneficial  aspect  about  this  section  is  that  it  will  also  require 
that  the  BIA  and  IHS  participate  in  the  SBA's  8(a)  set-aside 
program. 

Clarification  of  a  Triballv-Owned  Firm's  Economic  Disadvantage 

Another  issue  of  concern  to  NIBA  is  that  currently,  in  order 
to  qualify  for  admission  into  the  8(a)  program,  a  tribally-owned 
firm  must  submit  extensive  documentation  to  the  SBA  to  prove  that 
the  tribe  itself  is  economically  disadvantaged.  Such  evidence 
includes  the  number  of  tribal  members,  the  per  capita  income  of  the 
tribal  members,  the  present  tribal  unemployment  rate,  the 
percentage  of  the  local  Indian  population  below  the  poverty  level, 
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and  other  unduly  burdensome  documentation.  On  March  18,  1994,  th« 
SBA  amended  its  regulations  to  eliminate  the  requirement  that  firms 
owned  by  Alaska  Native  Corporations  must  prove  that  their  Alaska 
Native  village  corporations  are  economically  disadvantaged  for 
purposes  of  8(a)  eligibility. 

Likewise,  tribal ly-owned  firms  should  not  have  to  prove  that 
their  tribes  are  economically  disadvantaged.  There  is  ample 
evidence  to  support  the  fact  that  most  Native  American  tribes  are 
economically  depressed  and  require  business  development 
opportunities.  For  this  reason,  NIBA  strongly  supports  Senator 
Kerry's  proposal  at  Section  102,  to  eliminate  the  requirement  that 
tribally-owned  and  Native  Hawaiian  firms  must  prove  their  tribes 
are  economically  disadvantaged  to  gain  entry  into  the  8(a)  program. 

The  adoption  of  this  provision  would  conserve  SBA  resources 
which  are  currently  expended  to  review  an  abundance  of  documents 
supporting  the  tribe's  economic  disadvantage  status.  The  provision 
is  also  consistent  with  the  SBA's  attempt  to  streamline  the  8(a) 
review  process. 

Hiring  of  Non-Native  American  CEOs 

We  also  support  Section  141  of  Senator  Kerry's  proposed 
amendment  which  would  prohibit  the  SBA  from  denying  a  tribally- 
owned  corporation  admission  into  the  Section  8(a)  program  solely 
because  the  proposed  8(a)  firm  employees  a  Chief  Executive  Officer 
or  Chief  Operating  Officer  who  is  not  a  Native  American.  This 
provision  would  apply  so  long  as  the  tribe's  governing  body 
certifies  to  the  SBA  that  the  tribe  was  unable  to  hire  a  qualified 
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Native  American  after  conducting  a  national  search  for  the 
position. 

Currently,  the  8(a)  regulations  require  that,  except  for  firms 
ovmed  by  Alaska  Native  Corporations,  the  management  and  daily 
business  operations  must  be  controlled  by  an  individual  member  of 
the  tribe.  We  support  Senator  Kerry's  proposal  because  it  provides 
the  tribe  with  the  option  to  hire  a  qualified  individual  to  assume 
the  important  position  of  CEO  in  those  instances  where  the  tribe 
is  unable  to  find  that  individual  within  the  Native  American 
community.  It  also  reflects  the  realities  of  the  marketplace  by 
allowing  tribally-o%med  corporations  to  hire  non-Native  American 
business  managers. 

Joint  Venture  Authority  for  Triballv-Owned  Firms 
Finally,  we  support  Section  142  of  Senator  Kerry's  proposal 
which  would  add  a  new  section  to  the  Small  Business  Act  to  allow 
a  Section  8(a)  firm  owned  and  controlled  by  an  Indian  tribe  to 
obtain  8(a)  contracts  through  a  joint  venture,  without  regard  for 
the  size  status  of  the  joint  venture,  so  long  as  the  Indian  tribe 
satisfies  the  following: 

1.  The  tribally-owned  8(a)  firm  must  own  at  least  51%  of 
the  joint  venture; 

2.  The  tribally-owned  8(a)  firm  must  be  located  and  perform 
most  of  its  activities  on  the  tribe's  reservation; 

3.  At  least  50%  of  the  joint  venture's  work  force  must 
consist  of  tribal  members. 

This  provision  would  create  incentives  for  more  experienced 

and  qualified  firms  to  joint  venture  with  tribally-owned  firms, 

thus  providing  the  tribally-owned  8(a)  firms  with  much  needed 
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contractual,  nanagerial  and  technical  assistance,  through  the  joint 
venture  experience. 

This  provision  also  adds  a  new  definition  of  Indian  tribes  by 
including  any  Indian  tribe,  band,  nation,  or  other  organized  group 
or  community  of  Indians,  including  Alaska  Native  village  or 
regional  corporations  recognized  by  the  United  States  or  as 
recognized  by  the  State  in  which  those  "tribes"  reside.  We 
strongly  support  this  section  because  it  properly  expands  the 
definition  of  Indian  tribe  by  including  those  tribal  entities  that 
may  have  been  previously  overlooked. 

Thank  you  again  for  the  opportunity  to  present  NIBA's 
views  to  the  Committee.    We  will  be  happy  to  work  with  this 
Committee  to  develop  appropriate  language  to  protect  the  interests 
of  the  Native  American  community. 
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Senator  Kerry.  Thank  you  very  much,  Mr.  Little. 

I  am  just  trying  to  find  out  whether  we  still  require  this  eco- 
nomic disadvantage  showing. 

[Pause.] 

Senator  Kerry.  You  think  we  should  not  require  proof  of  eco- 
nomic disadvantage;  is  that  correct? 

Mr.  Little.  Yes. 

Senator  Kerry.  So  you  support  what  we  are  trying  to  do  with  re- 
spect to  that. 

I  appreciate  the  specific  support  you  have  expressed  with  respect 
to  section  141,  143,  et  cetera.  Beyond  that,  I  take  it  you  are  in 
agreement  with  it?  You  do  not  have  any  problems  with  it  at  all? 

Mr.  Little.  No,  I  agree  with  the  comments  expressed  earlier  by 
the  Coalition. 

Senator  Kerry.  Well,  I  am  very  appreciative  of  that.  I  think  that 
is  helpful  testimony. 

Let  me  go  back,  if  I  can,  for  a  minute.  Ms.  Wilson,  I  am  open- 
minded  on  the  developmental  teaming  issue.  There  is  a  common 
sense  aspect  to  it  that  is  appealing,  to  get  the  benefit  of  experience. 

If  you  have  people  who  have  been  through  this  and  you  have  got 
an  entity  out  there  that  has  the  ability  to  create  a  stronger  link, 
there  is  a  certain  appeal  in  that  on  its  face  value.  But  there  is  a 
similarity,  obviously,  between  the  mentor-protege  program  that  is 
being  talked  about  by  the  SBA  and  what  you  are  talking  about  in 
this  developmental  teaming. 

And  as  I  say  to  you,  there  is  a  surface  appeal.  The  problem  is 
in  the  application.  As  you  know,  we  have  had  problems  with  front- 
ing, and  one  of  the  things  we  are  trying  to  avoid  is  a  capacity, 
which  was  mentioned  earlier  by  one  of  the  witnesses  who  talked 
about  spinoff,  linkage  capacity. 

You  have  always  got  this  threat  that  you  could  almost  have  a 
pyramid,  if  you  will,  of  developmental  teaming  spinoffs  calculated 
to  stay  in  line.  You  could  have  a  larger  company  that  is  a  graduate, 
and  then  you  could  have  a  company  in  the  pipeline  at  the  2-year 
stage  that  is  going  to  link  up  to  the  graduate,  and  so  they  create 
a  relationship  with  the  graduate,  and  as  they  get  to  the  5-year 
mark  or  the  6-year  mark  another  company  comes  in  at  the  entry 
level  mark  and  they  get  their  linkage,  and  you  kind  of  keep  the 
pipeline  on  a  permanent  basis  here,  so  you  are  not  really  helping 
anybody;  you  are  just  kind  of  feeding  off  the  trough,  if  you  will. 

Now,  how  do  you  prevent  that?  How  do  you  create  the  capacity 
here  to  police  adequate  teaming,  but  not  wind  up  with  this  front? 
And  I  know  Senator  Nunn,  for  instance,  on  the  DOD  side  has 
found  this  to  be  a  major  problem,  and  we  do  not  want  to  have  it 
happen  here. 

We  are  trying  to  create  independence  and  ability  to  get  out  there 
and  compete.  Now,  there  is  a  fine  line.  Maybe  you  want  to  com- 
ment on  this. 

Ms.  Wilson.  I  am  not  sure  that  I  know  the  answer  to  avoiding 
fronts.  Unfortunately,  with  every  program,  whether  or  not  it  is  a 
minority  program,  there  are  always  going  to  be  people  who  will 
abuse  the  program,  and  I  would  hate  to  see  this  idea  excluded  just 
because  of  the  possibility  of  fraud  or  fronts. 
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I  know  that  there  have  been  some  problems  in  the  DOD  pro- 
gram, but  I  beUeve  that  by  far  there  have  been  a  lot  more  success 
stories  than  there  have  been  problems  from  the  DOD  program.  I 
have  personal  experience  in  that  area  since  I  am  a  protege  under 
that  program  now,  and  I  will  say  that  our  experience  has  been  bet- 
ter than  I  ever  anticipated. 

We  have  a  lot  of  expertise  in  our  company  that  we  do  share  with 
other  firms,  but  we  have  to  be  very  careful  because  we  do  not  want 
to  be  perceived  as  there  being  an  affiliation.  So  we  have  expertise 
that  we  want  to  share,  but  we  are  being  prohibited  from  sharing 
it  by  the  Government,  and  somehow  this  just  does  not  make  sense, 
for  us  not  to  be  able  to  help  other  upcoming  8(a)  firms. 

Senator  Kerry.  Should  there  be  some  kind  of  limitation  on  the 
help  or  definition  of  terms  with  respect  to  sham  transactions  or 
other  kinds  of  things  that  creates  a  very  rigid  hurdle  to  get  over? 
I  am  just  thinking  out  loud  here. 

Ms.  Wilson.  Well,  certainly  as  SBA  is  proposing  there  would  be 
an  agreement  between  the  two  companies.  It  has  to  be  approved  by 
the  SBA  as  to  what  is  going  to  be  provided  to  the  company.  And 
I  think  as  long  as  everything  is  in  writing  and  it  is  approved  by 
the  SBA,  I  think  that  is  certainly  one  way  to  lower  the  number  of 
people  who  try  to  abuse  the  system. 

Senator  Kerry.  Well,  as  I  say  to  you,  I  am  not  going  to  dismiss 
it  out  of  hand  at  all.  I  obviously  do  not  want  to  turn  away  experi- 
ence, because  as  you  know,  networking  is  a  legitimate  concept  and 
we  want  to  try  to  encourage  it.  So  let  us  take  it  under  advisement 
and  see  if  we  can  work  through  some  of  the  problems  and  walk  it 
through  step  by  step  and  see  how  we  come  out. 

The  other  thing  I  have  to  say  is  an  old  saying:  "Do  not  let  perfec- 
tion be  the  enemy  of  good."  There  is  a  certain  amount  this  program 
can  do.  There  is  a  certain  amount  it  is  not  going  to  be  able  to.  It 
is  not  going  to  create  a  perfect  world  of  relationships  and  maxi- 
mizations. It  may  be  that  occasionally  the  down  sides  are  suffi- 
ciently in  balance  with  the  up  sides  that  we  just  have  to  make  a 
cut  as  to  how  to  maximize  accountability  in  this  program,  and  then 
people  have  got  to  go  beyond  that  on  their  own. 

We  may  not  be  able  to  take  this  program  with  its  specific  pur- 
pose and  make  it  into  the  perfect  set  of  business  relationships  and 
maximize  everybody's  potential  for  networking  and  further  rela- 
tionships and  so  forth.  I  do  not  know  the  answer  to  that  as  I  sit 
here  today. 

There  may  be  a  best  of  both  worlds,  combining  some  of  your  con- 
cepts of  developmental  linkages  with  what  the  SBA  is  proposing. 
And  as  I  have  said,  there  is  no  predisposition  to  be  negative  about 
it. 

Ms.  Wilson.  I  hope  so. 

Senator  Kerry.  We  will  take  a  look  at  it. 

Ms.  Wilson.  The  SBA  wants  to  do  a  lot  of  training  and  I  firmly 
believe  that  the  best  people  to  provide  that  training  are  people  who 
actually  have  the  real  life  experience. 

Senator  Kerry.  I  do  not  disagree  with  you,  and  I  think  there 
may  be  ways  to  try  to  take  advantage  of  that. 

Is  there  any  other  aspect  of  this,  before  we  close  the  hearing, 
that  sends  shivers  up  or  down  your  spine? 
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Ms.  Wilson.  I  would  have  to  reiterate  what  Ms.  Archuleta  men- 
tioned earlier  regarding  competition  for  8(a)  contracts.  I  believe 
that  the  program  has  been  successful  for  the  last  few  years  or  since 
its  inception  because  of  sole  sourcing.  The  Government  has  found 
an  easier  way  to  get  contracting  procurements  done  and  therefore 
they  have  utilized  the  8(a)  program,  and  as  competition  has  been 
introduced  I  think  what  we  are  going  to  find  is  that  there  are  going 
to  be  fewer  and  fewer  8(a)  contracts,  because  the  process  is  the 
same.  There  is  no  advantage  to  anybody  to  use  the  process. 

Senator  Kerry.  Well,  we  will  also  take  a  hard  look  at  that.  You 
could  sole  source  this  whole  program  out  so  quickly  that  you  get 
nothing  in  terms  of  small  business  opportunity  for  the  vast  major- 
ity. It  is  a  tough  balance. 

Again,  I  understand  what  you  are  saying.  There  are  arguments 
on  both  sides.  Does  it  work?  Yes,  it  works.  We  do  not  know  yet  if 
the  other  works  better,  because  the  other  has  never  been  given  an 
opportunity  to  work  better.  And  that  is  the  dilemma  here.  For 
those  thousands  of  firms  that  want  a  crack  at  it,  that  want  to  get 
their  foot  in  the  door  and  want  to  begin,  there  is  a  narrowing  of 
opportunity. 

So  it  is  a  balancing  act.  To  minimize  it  or  at  least  to  restrict  it 
is  not  to  say  it  does  not  work.  The  minute  you  give  people  a  con- 
tract and  put  people  to  work,  it  works.  The  question  is  can  we 
maximize  the  number  of  people  getting  put  to  work  and  getting  an 
opportunity  and  some  knowledge.  And  we  do  not  know  yet  if  that 
completely  works  because  the  reforms  were  never  fully  imple- 
mented and  the  program  has  never  been  allowed  to  fully  take  hold 
in  that  regard. 

We  are  going  to  be  looking  at  that  in  short  order,  because  we 
want  to  try  to  mark  this  bill  up  and  get  rolling  on  it  in  the  next 
few  days  if  possible. 

We  are  genuinely  open-minded  on  it,  but  we  absolutely  want  to 
keep  at  the  forefront  of  this  efibrt  simplification,  streamlining,  ac- 
countability, combating  fraud,  and  we  want  to  expand  the  opportu- 
nities for  companies,  both  8(a)  graduates  and  companies  within  it. 
That  is  the  guiding  principle  here,  and  we  are  going  to  try  to  find 
the  best  balance  of  that. 

Ms.  Wilson.  Thank  you. 

Senator  Kerry.  I  thank  you  for  your  patience  and  I  thank  you 
for  your  testimony.  I  am  very  appreciative  to  everybody  for  their 
participation  today. 

We  stand  adjourned.  Thank  you. 

[Whereupon,  at  12:45  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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